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Bagehot’s “Lombard Street” 
By J. M. Keynes 


NE hundred years have passed since the birth of 

Walter Bagehot, and more than fifty since 

“Lombard Street” was written. No book on 
banking and the money market has ever attained such a 
position—an undying classic, outliving the facts it 
describes and the controversies to which it contributes 
by reason of its author’s sweet persuasive ways, its 
perfect examples of a certain kind of English writing, and 
its truth to human nature. It lives by goodness, art and 
truth, the three immortals, born, by accident as it were, 
out of a plain description of ephemeral fact. 

Its destiny might surprise the anticipations of the 
author. Bagehot wrote “Lombard Street” as a piece of 
pamphleteering levelled at the magnates of the City, to 
knock into their heads two or three important facts. He 
feared, as he wrote it, how unpopular it would make him 
in bank parlours. “I fear,” he writes in the preface, 
“that I must not expect a very favourable reception for 
this work. It speaks mainly of four sets of persons—the 
Bank of England, joint stock banks other than that bank, 
private bankers, and bill brokers; and I am much afraid 
that neither will altogether like what is said of them.”’ 
I expect he was right. Not much of value has been 
written on these matters in the last century which was 
acceptable at the time to the financial powers. 

Bagehot’s immediate purpose was practical, and much 
of it has been attained. But in the last thirty years the 
book has achieved a secondary destiny. It has become 
the one book in the library of economic literature which 
every economic student, however humble, will have read, 
though he may have read nothing else. In some ways it 
is but ill-suited for such a use. Part of it deals with obsolete 
facts, and part with obsolete controversies, and much of 
the remainder is extremely difficult. Yet everyone can 
read it with pleasure, if only on account of certain 
striking passages and its impact of intense reality. 
Bagehot has painted an unfading picture of the shrewd 
men who in the ’sixties and ’seventies consolidated the 
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power of London as the financial centre of the world. 
No one has contributed more than he to the prestige and 
glamour of Lombard Street in the world at large. Men 
and forms, manners and methods have changed. But it 
is his picture of that hidden kingdom which still holds 
and satisfies the general imagination. 

Bagehot wrote in the first flush of the modern inter- 
national money market; he was the first to describe its 
intricate and elegant features, the first to appreciate its 
novelty, its possibilities and its dangers. ‘“‘Most men of 
business,”’ he wrote, ‘‘think—-‘Anyhow this system will 
probably last my time. It has gone on a long time, and is 
likely to go on still.’ But the exact point is, that it has 
not gone on a long time.”’ In particular he was concerned 
with the position, the responsibilities, and the control of 
the Bank of England. In point of law and history the 
Bank is a private institution worked for the profit of its 
shareholders like any other joint stock company. People 
still talked like this in 1870. “It might be expected,”’ 
Bagehot says, “that as this great public duty (of keeping 
the reserve) was cast upon the banking department of 
the Bank, the principal statesmen (if not Parliament 
itself) would have enjoined on them to perform it. But 
no distinct resolution of Parliament has ever enjoined it ; 
scarcely any stray word of any influential statesman. 
And, on the contrary, there is a whole catena of authorities, 
beginning with Sir Robert Peel and ending with Mr. Lowe, 
which say that the banking department of the Bank of 
england is only a bank like any other bank—-a company 
like other companies; that in this capacity it has no 
peculiar position, and no public duties at all.’ It was 
Bagehot who first insisted that by force of circumstances, 
whether we like it or not, the Bank of England had become 
a national institution with national responsibilities, and 
could no longer function with primary regard to the 
profits of its shareholders. 

The fundamental duties of the Bank of England, 
according to Bagehot, were three—-to operate with a 
degree of caution and impartiality beyond what could be 
required of an ordinary enterprising business, to maintain 
and build up the reserve in ordinary times, and to use 
the reserve without stint or limitation in times of panic. 
Bagehot’s doctrine as to the Bank’s right policy in times 
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of panic was, perhaps, his most characteristic and 
significant contribution to the practice of the day—though 
already in 1825 the Bank had rescued the situation along 
these lines. In times of panic no one but the Bank of 
England has the power to come to the rescue. In sucha 
time, “the holders of the cash reserve must be ready 
not only to keep it for their own liabilities, but to advance 
it most freely for the liabilities of others... The ultimate 
banking reserve of a country (by whoever kept) is not 
kept out of show, but for certain essential purposes, and 
one of those purposes is the meeting a demand for cash 
caused by an alarm within the country. It is not un- 
reasonable that our ultimate treasure in particular cases 
should be Jent; on the contrary, we keep that treasure 
for the very reason that in particular cases it should be 
lent.”’ It was Bagehot who hammered this hard truth 
into the hard heads of the City of London, who made it 
part of British tradition and prejudice. No other principle 
or practice has contributed more than this one—for no 
other financial centre has ever learnt it—to the prestige 
and leadership of London. 

Bagehot’s view has long prevailed, but even now we 
sometimes speak in the old way. Labour politicians 
demand the nationalization of the Bank of England; 
Dr. Leaf predicts that appalling disasters would ensue from 
such an act. They both waste their words. Bagehot 
nationalized the Bank of England fifty years ago. We 
may differ about what our monetary policy ought to be, 
but whatever it is, the Bank of England stands as an 
instrument of incomparable power to carry it out. 

But if the Bank of England is a national institution 
bearing the ultimate responsibility for the mercantile 
solvency of our economic system, is its traditional method 
of government suitable and appropriate in all respects ? 
Bagehot thought not, and proposed important changes. 
Within the last ten years there has been a certain move- 
ment in the direction of carrying out some of Bagehot’s 
ideas—the constitution of the Committee of Treasury has 
been somewhat changed, the rotation of the office of 
Governor has been almost abandoned, a_ joint-stock 
banker has been admitted to the Board, and a permanent 
office of high rank has been created in the Comptrollership. 
Nevertheless, the problem remains substantially what it 
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was, and it is still worth while to recall what Bagehot wrote. 
He described the management of the Bank thus : 

1. The Directors, self-elected from amongst the 
younger members of a limited range of old-established 
firms, none of them professional bankers—~‘‘ Many years 
since I remember seeing a very fresh and nice-looking 
young gentleman, and being struck with astonishment at 
being told that he was a director of the Bank of England.” 
They are still to be seen. 

2. “‘The older members of the Board, that is those 
who have passed the chair, form a standing committee of 
indefinite powers, which is called the Committee of 
Treasury... A strong Governor does much mainly from 
his own responsibility, and a weak Governor does little. 
Still, the influence of the Committee of Treasury is always 
considerable, though not always the same. They form a 
cabinet of mature, declining, and old men, just close to 
the executive; and for good or evil such a cabinet must 
have much power.”’ This is not far from the truth to-day. 

3. The Governor and Deputy-Governor, though 
shifting, are so constantly present during their term that 
there is no room under them for a permanent official of 
influence. ‘‘Under this shifting chief executive there are, 
indeed, very valuable heads of departments. The head 
of the Discount Department is especially required to be 
a man of ability and experience. But these officers are 
essentially subordinate ; not one of them is like the general 
manager of an ordinary bank---the head of all action.”’ 

So Bagehot sums up thus : 

“In theory, nothing can be worse than this government 
for a bank—a shifting executive; a board of directors 
chosen too young for it to be known whether they are 
able; a committee of management, in which seniority is 
the necessary qualification, and old age the common 
result; and no trained bankers anywhere.” 

There are compensations, of course—“Steady mer- 
chants collected in council are an admirable judge of 
bills and securities. They always know the questionable 
standing of dangerous persons; they are quick to note 
the smallest signs of corrupt transactions; and no 
sophistry will persuade the best of them out of their 
good instincts.’’ ‘‘Nevertheless,’’ Bagehot concludes, 
“the policy of the Bank has frequently been deplorable, 
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and at such times the defects of its government have 
aggravated if not caused its calamities.” 

Yet Bagehot was perplexed to find a remedy. Should 
the Governor be permanent, and perhaps nominated by 
the Crown, as in some continental countries ? There isa 
great deal to be said for “‘monarchical’’ management in 
business. Yet he doubts the expediency of such a course. 
Bagehot’s analysis of the objections to it is one of the 
finest of his passages on business psychology. 

First, he would be too powerful. “A permanent 
Governor of the Bank of England would be one of the 
greatest men in England. He would be a little monarch 
in the City; he would be far greater than the Lord Mayor. 
He would be the personal embodiment of the Bank of 
England; he would be constantly clothed with an almost 
indefinite prestige. everybody in business would bow 
down before him and try to stand well with him, for he 
might in a panic be able to save almost anyone he liked, 
and to ruin almost anyone he liked. A day might come 
when his favour might mean prosperity, and his distrust 
might mean ruin.” 

And, secondly, Bagehot does not believe that “we 
should always get the best man for the post; often I fear 
that we should not even get a tolerable man.’”’ And if the 
Governor were to be a man of inferior judgment, in that 
case, Bagehot points out with great subtlety and truth, 
it is in the nature of his office that a considerable time 
might elapse before he was found out. “A Prime 
Minister, or a Chancellor of the Exchequer, or a Secretary 
of State, must explain his policy and defend his actions 
in Parliament, and the discriminating tact of a critical 
assembly—abounding in experience and guided by 
tradition—will soon discover what he is. But the 
Governor of the Bank would only perform quiet functions, 
which look like routine, though they are not, in which 
there is no immediate risk of success or failure.” “‘A large 
bank is exactly the place where a vain and shallow 
person in authority, if he be a man of gravity and method, 
as such men often are, may do infinite evil in no long 
time, and before he is detected.’’ In short, the Governor’s 
traditional silence may allow a misunderstanding or 
shallow mind to escape discovery. 

After all this, Bagehot’s final proposal may seem a 
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little lame. He proposes that the Deputy-Governor shall 
be permanent, that the London bankers should not be 
altogether excluded from the Court of Directors, and that 
the Committee of Treasury should consist of the most 
competent instead of the most senior. 

I have quoted enough to show how Bagehot’s main 
strength lay in his characterization of the psychology of 
the City, of the springs of motive and the practical 
behaviour of bankers and business men. There are many 
other passages which invite quotation. Let anyone who 
has not read the famous portrait of the private banker of 
fifty years ago turn to’ the unforgettable description of 
that enviable station. “There has probably very rarely 
ever been so happy a position as that of a London private 
banker; and never, perhaps, a happier.”” Yet I must add 
two more passages to what is becoming, as every article 
about Bagehot must become, an anthology. 

The Conservatism of Big Business. “‘A man of large 
wealth, however intelligent, always thinks, more or less—— 

‘I have a great income, and I want to keep it. If things 
go on as they are I shall certainly keep it; but if they 
change I may not keep it.’ Consequently he considers 
every change of circumstance a ‘bore,’ and thinks of 
such changes as little as he can.” 

“We must not confide too surely in long-established 
credit, or in firmly-rooted traditions of business. We 
must examine the system on which these great masses of 
money are manipulated, and assure ourselves that it is 
safe and right. But it is not easy to rouse men of business 
to the task. They let the tide of business float before 
them ; they make money, or strive to do so, while it passes, 
and they are unwilling to think where it is going.” 

Bankers Under Criticism. ‘‘The Bank directors now 
fear public opinion exceedingly; probably no kind of 
persons are so sensitive to newspaper criticism. And 
this is very natural. Our statesmen, it is true, are much 
more blamed, but they have generally served a long 
apprenticeship to sharp criticism. ... But a bank director 
undergoes no similar training and hardening... He is not 
subjected to keen and public criticism, and is not taught 
to bear it... . He is apt to be irritated even by objections 
to the principles on which he acts, and cannot bear with 
equanimity censure which is pointed and personal. At 
present I am not sure if this sensitiveness is beneficial.”’ 
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THEY that go down to the sea in ships, we are told, shall 

see the works of the Lord. Perhaps this pious observation 

: had something to do with Sir Alan 

f we Alan  Anderson’s decision to retire from the 
nderson . ; 

Deputy-Governorship of the Bank; but we 
understand that the real explanation is that he intends 
to visit Australia, where he is likely to see more race 
meetings than works of Providence. During the last 
year he has found great difficulty in doing his work as a 
shipowner while transacting the business which falls 
to the Deputy-Governor of the Bank. Since the war 
this office has become an occupation which absorbs 
the entire energies of a hard-working man, and Sir 
Alan Anderson’s short tenure was full of incident 
and heavy business, so that he was greatly over- 
worked. During his term of office he dis- 
played high qualities of resourcefulness, shrewdness, 
and adaptability. His capacity for dealing with the 
business of the Bank, his fresh and stimulating outlook 
upon complicated monetary and financial questions, his 
accessibility and his courtesy made a_ considerable 
impression upon the City. In handling committees—those 
dismal hindrances to all good work—he has a sort of 
sailor’s aptitude in steering discussion into useful channels, 
and this gift is much appreciated by busy bankers. One 
of the chief general managers of a great bank, himself a 
man of rare gifts and strength, has described his experience 
on an important committee in which discussion was 
conducted in French and English, and was, therefore, full 
of opportunities for irrelevant orations, but the skill of 
Sir Alan Anderson as chairman enabled the business to 
be done with unique efficiency and rapidity. It may be 
reproached against him that he showed no patience to 
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bores, no reverence to fatuous highly-placed personages, 
and no desire to display the minor dignities of his high 
office. All who have been brought into contact with him 
will remember with admiration the charm, vitality, 
humour, and the solid and various gifts which made him 
such an excellent Deputy-Governor of the Bank. Many 
in the City sustain the hope that at some future time he 
may return to the Bank to carry on the work of the Chief, 
whom he served with such loyal zeal, and to whom he 
must have been a stimulating and unselfish comrade. 


THE formalities connected with the amalgamation of the 
Colonial Bank, the Anglo-Egyptian Bank, and the 
. . National Bank of South Africa have been 
pe Interesting .ompleted, and henceforth those institutions 
malgamation — . : : 
will be part of one organization, called 
Barclays Bank (Dominion, Colonial, and Overseas), Ltd. 
Barclays hold a controlling interest in the new company. 
This fusion has been the subject of much criticism, largely 
on the ground that the problem of effective management 
was well-nigh insoluble. Here are three banks, having 
little in common, working in countries which have nothing 
in common, and controlled by a parent which has no 
common interest with any of them. What possible use 
would the fusion serve ? These were among the questions 
asked. Some even said that Barclays was merely assum- 
ing liabilities, the extent of which they were unable to 
measure. An attempt has been made to answer these 
criticisms by erecting a very imposing directorate, 
consisting of members of the boards of the amalgamated 
banks, of the parent bank, and of accepting houses. 
Local boards are also created, and to them a large amount 
of power will be given. It remains to be seen, however, 
whether the fusion will justify itself, and whether it is 
possible to amalgamate different things and make of them 
a homogeneous whole. The experiment will be watched 
with great interest. 


AMERICAN bond-sellers and share-pushers have invaded 
this country in thousands. The activities of the rogues 
The Invasion ¥2° sold_N.U.T. shares and Ford Units to 
of American Ignorant investors are proper subjects for the 
Bond-sellers attention of Scotland Yard; but the ac- 

and tivities of touts, whose operations are free 
Share-pushers from the suspicion of criminal intent or 


purpose, are, nevertheless, matters which should be 








BANKING AND FINANCIAL NOTES = 219 


SIR ALAN ANDERSON 











































220 THE BANKER 


brought to the notice of the Inland Revenue Authori- 
ties. Foreign bonds registered in this country are 
subject by law to a 2 per cent. stamp duty. American 
bond houses which have floated European loans in New 
York have always experienced great difficulty in selling 
them to American investors, and they are freely offered 
for sale in this market. But some of the more energetic 
American houses are not content to sell them in New 
York to English bondholders, and so avoid stamping 
them, but they send touts over to Great Britain. These 
touts visit persons in this country and sell the bonds to 
them. It is pretended that the bonds are bought in 
New York, thus avoiding stamp duty, though actually 
their sale is negotiated here. The usual method adopted 
is to deliver the bonds to a banker in a sealed envelope 
against payment. Often the buyer is persuaded to keep 
the bonds with a bank in New York, on the plea, a false 
one, that thereby income tax is not payable. This is 
not true, for the holder must return the income in his 
annual statement, or run the risk of being charged 
with making a false return. The bank, however, pays 
the American income tax by deduction. The Inland 
Revenue Authorities were persuaded years ago to agree 
to exempt from stamp duty foreign bonds bought on 
the foreign bourses. This privilege is contrary to the 
public interest, and it should be revoked, for as a 
result a vast trade has grown up in these unstamped 
bonds, many of which are bought and sold here. There 
is no case for exempting them. It merely drives business 
out of the Stock Exchange on to foreign bourses. It is 
a discrimination against the British bond. There is no 
reason why all foreign bonds sold to British investors 
should not bear the 2 per cent. stamp. The Inland 
Revenue would receive a substantial benefit. 


THE Indian Budget speech, the fourth made by Sir Basil 
Blackett, was a conspicuous success. It was received 
; cordially by the Legislative Assembly, 
— which means a great deal, for this assembly 
is intensely pro-Indian. It has made a 

practice of criticizing every Budget in the past on the 
ground that it was drawn up in British interests and not 
in Indian. Sir Basil played skilfully on their prejudices. 
He» became eloquent in the cause of Indian financial 
possibilities, almost to the point of pathos, and his 
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audience purred with delight. Asa financial operation the 
Budget was excellent—another realized surplus, and an 
estimated surplus for the current year. The repeal of the 
Cotton Export Duty will cost about 175 lakhs, and the 
balance of the surplus, about 125 lakhs, is again allocated 
for the reduction of the Provincial contributions, which 
have fallen now to little more than half the original total. 
Again, there will be-no borrowing in London for India. 
This is their year of abstention from the Money 
Market in this country. In spite of this abstention India 
has spent'a good deal on capital account, on railways, 
irrigation, etc. This year about 354 crores will be spent 
on capital account, and this will be financed out of 
Indian revenues. No reference was made to the Indian 
currency inquiry. The Commission is now engaged in 
taking evidence from English witnesses, which will 
probably go a long way towards countering the evidence 
heard in India. Native evidence was in favour of a gold 
standard with a gold currency, not for reasons that were 
argued, but out of a growing pride in the greatness and 
destiny of India. Without British control the finances 
of the country would be in a hopeless mess as well 
as her politics, but this is not understood by Indians. 
The gold standard and the gold currency plan 
is very unsuitable for India. It might’ con- 
ceivably be a powerful reason for the rest of the 
world to abandon it should India adopt it. India is 
a veritable sink for gold. It works like a fish hook. 
It is easy for gold to get in, but almost impossible for 
it to get out. The Indian plan would probably cause a 
devastation of the gold and silver markets of the world. 


THE monetary situation remains as obscure as ever. 
Nothing in the Money Market has been so disappointing 
- since the beginning of this year than the 
ger pg amazing elusiveness of gold. Normally in 

the first six months of the year gold flows 
into the Bank, and normally in the second six months 
flows out again, the bank-rate moving down in the spring 
andupinthe autumn. These are the movements which long 
experience before the war taught us were the rules of the 
game. At the turn of the year there was a bright prospect 
of gold running into the Bank ; everything pointed in 
that direction. The Continental exchanges, or most of 
them as are in the position to influence gold movements, 
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were moving steadily in favour of this country ; the 
prolonged drain of gold to the East, particularly to the 
Dutch East Indies, brought about by the rise in the price 
of rubber, had at last been checked; the price of rubber 
had fallen precipitately ; large amounts of gold had begun 
to come forward regularly from South Africa; the 
Continental demand, chiefly on German account, seemed 
likely to be offset by arrivals of gold from Russia. In 
short, there seemed every prospect of the Bank of England 
being able to secure the bulk of arrivals of gold from 
South Africa. But suddenly, India, whose appetite for 
gold is insatiable, appeared once again in the market as a 
buyer. She usually appears as such at this time of the 
year; but as the monsoon was less satisfactory than in the 
previous year it was hoped that she might not buy much 
gold, especially as she had previously bought well ahead 
of her requirements. It is true that she has taken less 
than last year, but, nevertheless, the total of her 
purchases is very large, and she has certainly not finished 
buying. She has bought not only in London but in 
South Africa and Australia. The Bank of England’s store 
of gold far from being added to has been diminished since 
the bank-rate was raised to 5 per cent. in December last. 
Until a substantial addition has been made to the Bank’s 
store of the metal there can be little hope of a reduction in 
the bank-rate, even though the market-rate for bills has 
fallen to a point which renders bank-rate ineffective. 
This, however, is due to the repayment each week of 
Treasury Bills, which increases the competition for the 
small balance available at the weekly sales. 


Two banking firms have in the past month changed 
their dwellings, Hambros Bank and Messrs. Morgan, 
, Grenfell & Co. removing from Old Broad 
anne Street to 41 Bishopsgate and 23 Great 
emovals ss a Mile tes ~ 
Winchester Street respectively. Messrs. 
Morgan Grenfell’s new home is the modern building 
formerly occupied by the Anglo-Persian Oil Company, 
and in this they will be able to meet the need for larger 
premises that has been felt for some years past. Morgan, 
Grenfell & Co. had its inception as long ago as 1838, its 
founder being George Peabody, a great merchant banker, 
and a practical philanthropist with a keen interest in that 
movement to secure better homes for the poor. In 1854 
the firm was strengthened by the entry of a new partner, 
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Junius Spencer Morgan, who, after retiring from a 
successful merchant business in America, was persuaded 
to join George Peabody & Co. and resume active business. 
During his lifetime the firm (whose title at the time had 
been changed to J. S. Morgan & Co.) had the unique 
experience of issuing—in 1870—a loan for the French 
Government, which was ratified by M. Gambetta when 
Paris was invested and twenty-three departments in 
France had been invaded. The great American financial 
house of J. P. Morgan & Co. was founded by J. S. Morgan’s 
son, the late J. Pierpont Morgan, who went to America 
to start a business of his own, and subsequently repre- 
sented his father’s house there. In 1910 the title of the 
English business was changed to its present one of 
Morgan, Grenfell & Co. Up to the very day of removal 
last month the old door-plates of George Peabody & Co. 
and J. S. Morgan & Co. remained at the entrance to the 
Broad Street building, and these, together with the high 
desk at which Mr. J. S. Morgan sat each di iy to conduct 
his business, have been removed to the new offices. 


AFTER continuous occupation of buildings on the same 
site in Old Broad Street, Hambros Bank has removed to 
the new building erected for it in Bishops- 

— gate. This (No. 41) was the original address 
of the British Bank of Northern Com- 

merce, which was amalgamated with the former Hambro 
firm to form Hambros Bank. The old premises at 70, Old 
Broad Street (which were vacated just as the handsome 
new building of Messrs. Lazard Brothers & Co. was 
nearing completion on the other side of the street) were 
the headquarters of financial operations that have played 
a considerable part in European development. The 
house of Hambro dates back to the early days of the 
nineteenth century, the original business having been 
started at Copenhz igen about forty years before the 
opening of the office in London. The founder of the 
bank was Joseph Hambro, who was Court Banker to 
the Kingdoms of Denmark, Norway, and Sweden, and 
the bank has always held the foremost place in the inter- 
national financing of Scandinavia. For over a generation, 
however, its activities have covered a wider field. Charles 
Joachim Hambro, who established the family business 
in London, was a friend of Cavour, and from that asso- 
ciation there developed a close financial connection 











224 THE BANKER 








between Hambros and Italy. Hambros have also under- 
taken important operations on behalf of Greece, Finland, 
and Russia. 


AN effort is being made by the Midland Bank, at present 
confined to Devon and Cornwall, to encourage the habit 
of thrift among small investors by the 

F coe oa issue of Home Safes. The keys of the safes 
are kept at the various local banks, and, 

when opportunity offers, the depositor calls with the 
fruits of his savings, the safe is unlocked, and its contents 
credited to his account. The bank makes it a condition 
that the depositor retains a minimum balance of 5s. in 
his account as deposit against the value of the safe. 
Though the scheme is not new, its novelty in the 
districts named has ensured for it some degree of 
popularity. It is largely used in America, while in 
England the Yorkshire Penny Bank has found it to be 
very popular among its numerous small depositors. 
The Midland Bank is to be commended for its departure on 
account of the interest it shows both in the welfare of the 
small depositor and in inculcating habits of national thrift. 

































THE controversy which has raged throughout Europe 
since the discovery of the affair of the Hungarian bank- 
The note forgeries shows signs of abating. It is 
Hungarian clear that the Government of Hungary has 
Bank-note done everything within its power to bring 
Forgeries the forgers to justice. All the members 
of the gang have been arrested, and are now being 
tried in the criminal courts. The persons implicated 
include a bishop, a very gay prince, the chief of the 
police, some learned professors of geography, a general, 
and the manager of a post office savings bank. This odd 
combination was reinforced by some professional forgers 
who played upon the patriotic motives of their respectable 
fellow-conspirators. The spectacle of piety, gallantry, 
nobility, roguery, and learning blending together could 
hardly be more ridiculous. But this aspect was ignored 
by some of Hungary’s unfriendly neighbours who per- 
suaded themselves that the forgeries were executed with 
the approval of the Hungarian Government for a sinister 
political purpose. This absurd view was trumpeted 
throughout Europe to the grave detriment of Hungarian 
interests. Nations which refuse to discharge long- 
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standing obligations to English banks and other financial 
houses, and whose financial policy is a sanctification of 
fraud, have deafened Europe with ravings against the 
iniquity of Hungary. 

The moderate statement of the Czechoslovakian 
attitude given by Dr. Benes on page 227 shows a just 
sense of proportion in dealing with this affair. Many of 
the points he makes formed the basis of his statesmanlike 
speech in the Czechoslovakian National Assembly on 
February 16. Other members of the Little Entente 
would do well to adopt the sober arguments advanced by 
Dr. Benes; Hungary has no monopoly of criminals and 
political fanatics, and far too much significance has been 
attached to the actions of the persons involved in a 
squalid crime which might have occurred in any State in 
Europe. Informed Englishmen look with sympathy and 
admiration upon the brave, honourable way in which 
Count Bethlen and his Government have overcome the 
many perils which confronted Hungary. His statesman- 
ship and his high character make him a worthy leader of 
the great race to which he belongs—a race old in honour 
and chivalry, which twice has undergone the sharpness 
of death so that Western civilization might not perish. 


WE hope that our readers will give careful consideration to 
the remarkable article on the reintroduction of the Gold 
Standard made by the Financial Attaché to 
The Gold the French Embassy in London which 
— 2 appears on p. 261. His article is a splendid 
justification of the courageous decision 
taken by Mr. Churchill upon the advice of the Governor 
of the Bank of England and other bankers. It is also an 
effective illustration of the superfluous nature of any 
scheme to ‘“‘nationalize”’ the Bank. For, as M. Pouyanne 
truly says, the Bank of England has shown notable 
self-sacrifice and a jealous care for the best interests of 
the nation in handling the many difficult problems 
which followed the reintroduction of the Gold Standard. 
Could a nationalized institution do more for England ? 
On many occasions the Bank has been the saviour of the 
financial power and empire of England when politicians 
had brought the ship of State very near to the rocks. 
We would also recommend our readers to consider the 
excellent speech made by Mr. Szarvasy, which is published 
in another part of this issue (p. 276). 
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Ir was rumoured that at the completion of Mr. Lloyd 
George’s campaign against landlords he intended to lead 
an assault upon the banks. But this 
Mr. Lloyd prediction is refuted by the qualified bene- 
ne ae and diction he gives to English bankers in the 
anking Policy 5 . , 
speech published on p. 255. Weare surprised 
that a politician of Mr. Lloyd George’s astuteness should 
criticize the work of bank chairmen on the grounds that 
they leave the larger part of banking business in the hands 
of their officials. Surely this is the last argument a politician 
should use. The logical result of such a contention is that 
the many splendid services which Mr. Lloyd George 
rendered to England during the tremendous crisis of her 
history was the work of public servants in the Services 
and other officials who carried out the policy laid down by 
their nominal chiefs—the politicians. Even Sir Alfred 
Mond might steal a little of Mr. Lloyd George’s fame, for he 
was his subordinate during the last two years of the Great 
War. We hope that Mr. Lloyd George will appreciate the 
dangerous nature of his argument. 

His motive in selecting the chairman of the West- 
minster Bank for attack is rather obscure, but we 
believe that Mr. Leaf acted as whipping-boy for his 
brother of the Midland Bank. 


By Commander Hilton Young’s retirement the Liberal 
Party loses one who is the embodiment of all that is 
distinguished and honourable in English 
public life. In peace and in war he has 
proved himself capable, ardent, courage- 
ous, and loyal. Careless of riches and office, he is a man 
of great financial knowledge and aptitude, a remarkable 
speaker, a luminous writer, and like Lord Grey a great 
lover of birds. He was one of the best Financial Secretaries 
who has served the Treasury, and his financial assistance 
has been of great value to the Governments of Poland and 
Irak. As Chairman of the Indian Currency Commission he 
is now performing a difficult and important public service. 

It may be stated here that Commander Hilton Young 
was invited by Mr. Baldwin to resume the Financial 
Secretaryship to the Treasury in the Conservative 
Government, but he declined this high place because of 
his loyalty to the Liberal Party and to Mr. Lloyd George. 
After the land programme was approved by the Liberal 
Conference no option remained for him but to retire. 


Commander 
Hilton Young 
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The Hungarian Bank Note 
Forgeries 
By Eduard Benes 


Foreign Minister of Czechoslovakia. 


HE affair of the Hungarian note forgeries has aroused 

much attention in Czechoslovakia because, apart from 

other reasons, it has recalled the forgeries of our own 
banknotes in the years Ig1g to Ig2I, when our State 
suffered considerable financial loss. In referring to a 
number of details of the affair, I have no desire to interfere 
with internal affairs in Hungary; I shall deal only with 
what concerns principles of international law and political 
necessity. Final judgment on the matter must be re- 
served until the investigations have been completed. 

On the basis of the facts ascertained by the pre- 
liminary police investigation, the following significant 
information has been brought to light : 

1. A number of important persons were concerned in 
the affairs. In the first place there was Nadossy, chief of 
police, and former colonel of the general staff, who, until 
his arrest, continued to act as minister of the police. 
Next there were Kurtz and Gero, officials of the Govern- 
ment Geographical Institute, and the former General 
Haits. Finally, there were the manager of the Post Office 
Savings Bank, Baross, and Bishop Zadravetz, chaplain to 
the forces. 

2. In addition to the above there were a number of 
persons occupying a prominent position in social and 
political life who were concerned in the forgeries. These 
included Prince Windischgraetz, a former Minister and 
intimate adviser to the Emperor Karl, Josef Szortsey, 
vice-president of the National Union (the present governor 
of which was, until quite recently, Archduke Albrecht), 
Josef Andor, son of a former chief of the staff to the 
Budapest Military Command, J. Marsowsky, secretary of 
the club of Magyar radicals, and recently political editor 
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of its press organ, ‘‘Szozat,’’and D.Raba,personal secretary 
to Prince Windischgraetz. 

3. The forgeries were prepared in the Geographical 
Institute and, therefore, upon official premises. This 
institute was established from a former branch of the 
Viennese Military Geographical Institute, and is now 
under the jurisdiction of the Ministry of Finance. It has 
not yet been explained how the forgeries could be pre- 
pared in a Geographical Institute, which has a military 
organization. It is out of the question that the officials of 
such an institute, where everything was under strict 
discipline, should not have been aware of its extensive 
and far-reaching activities. 

Among the further facts which have been disclosed, 
the following should be mentioned : 

1. The exchange of letters between Prime Minister 
Bethlen and Count Perenyi of November 27, 1925, shows 
that before his departure to Geneva in December, 1925, 
Prime Minister Bethlen had been informed about the 
forgeries, and that he entrusted the investigation of the 
matter to Nadossy. 

2. The forgeries of the Czech banknotes in 1921 were 
discussed by a Parliamentary committee, and their 
connection with the present affair was indicated by several 
important persons. 

Although this connection has been denied in Hun- 
garian quarters, its existence cannot be doubted. In 
this respect it may be pointed out that : 

1. Nadossy, one of the chief culprits in the present 
affair, had charge of the investigation into the forgeries 
of the Czechoslovak banknotes. It was he who announced 
that the proceedings had been suspended, and demanded 
that, in Hungarian interests, nothing should be written 
about the matter. 

2. The connection was affirmed in Parliament, in the 
Parliamentary committee of investigation, in public 
statements, and in articles by a number of deputies and 
witnesses. 

3. The present affair proceeds from the same mentality 
and political psychology which, in the years Ig1g to 1921, 
led to the forgeries of Czechoslovak crowns and Jugoslav 
dinars, 
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The following were the occasions upon which forgeries 
of Czechoslovak banknotes took place : 

1. In 1919 large numbers of forged Czechoslovak 
banknotes were circulated in Vienna. 

2. In 1920 there were further forgeries of Czechoslovak 
100-crown notes. A part of these notes were distributed 
by Hungarian agents in Slovakia. 

3. At the end of July, 1920, two officers equipped with 
full official authority ordered at the printing works of 
V. Wottitz a block for engraving Czechoslovak I00-crown 
notes. The forgeries thus produced were printed on the 
premises of the Central Government Department, whose 
head official was in charge of the whole affair. 

4. The fourth series of forgeries took place in 1921 
and was the most serious and extensive of them all. At 
the end of June, 1921, the Viennese police arrested a 
number of persons who had endeavoured to exchange 
large numbers of these notes in Vienna. Among those 
arrested was Dr. Meszaros, a university professor. The 
proceedings were continued at Budapest, where further 
arrests were made, but Nadossy ordered them to be 
suspended. 

The Czechoslovak authorities did everything in their 
power to secure the punishment of the culprits. They 
succeeded in seizing forged banknotes to the value of 
about 25 million crowns, and these are now deposited 
in the banking office of the Czechoslovakian Ministry of 
Finance at Prague. Forged banknotes to the value of 
6 million crowns were withdrawn from circulation, 
especially in Slovakia, and these had to be replaced. On 
the basis of material obtained in the course of these 
investigations, the Czechoslovak authorities addressed 
two notes to the Hungarian Government on December 22, 
1922, and February 15, 1923, respectively, but they 
received no reply. They therefore reserved to themselves 
all liberty of subsequent action, and searched for fresh 
material. The inquiry into the forgeries of the French 
francs has now revealed new clues, and has presented the 
forgeries of the Czechoslovak banknotes in a new light. 
Accordingly, the Czechoslovak Legation in Budapest 
pressed for an answer to the two notes of 1922 and 1923 
on January 7, 1926. In its reply on January 28, 1920, 
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the Hungarian Government stated that the investigations 
into the Czechoslovak forgeries had been suspended for 
lack of evidence. In view of the fresh circumstances, 
however, arising from the affair of Nadossy and Meszaros, 
we desire the Hungarian Government to extend the 
charges and investigations so as to include the forgeries 
of our banknotes. 

Certain reasons existed which militated against our 
obtaining the full details of the forgeries and hindered 
us in preventing them. The strained relations which then 
existed between Czechoslovakia and Hungary constituted 
an obstacle to our inquiries in that country. Moreover 
up to June 26, 1921, when the Trianon Peace Treaty came 
into force, the position of the Czechoslovak representa- 
tives at Budapest had not been regularized from the point 
of view of international law, and they were consequently 
much handicapped. 

What political conclusions are to be drawn from the 
facts thus enumerated? As regards foreign policy, 
persons directly or indirectly involved in the affair mani- 
fest an uncompromising enmity towards the neighbouring 
States and France. They emphasize the necessity for 
never acknowledging the new legal status in Central 
Europe, and their actions are prompted by the desire to 
frustrate the consolidation of the political and economic 
conditions there. We shall not allow this to interrupt 
us in our policy of peace and consolidation. We have 
never yielded to terrorism, and we desire that this should 
be known to the Hungarian people, the great majority 
of whom are guiltless, and without any wish to be asso- 
ciated with this policy of terrorism. Czechoslovakia and 
the whole of the Little Entente will gladly allow its 
policy towards Hungary to be controlled by the League 
of Nations in accordance with the principles of inter- 
national law and their commitments. In this connection 
we are willing at any time to conclude with Hungary a 
Central European guarantee pact, similar to that con- 
cluded in the west with Germany. In Hungary and else- 
where it has been suggested that the neighbouring States 
desire to make capital of this affair against Hungary. 
We have no such wish, but we want the world to form a 
correct judgment of the relations between Hungary and 
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her neighbours, and to mete out justice accordingly, both 
to Hungary and the States of the Little Entente. The 
experiences of the Czechoslovak authorities when in- 
vestigating these forgeries showed the need for securing 
guarantees in case of a repetition of such occurrences. 
In common, therefore, with other Governments we are 
endeavouring to draw up a proposal for the League of 
Nations to consider how such matters should in the future 
be dealt with by international co-operation in an un- 
biassed manner. 

Finally, let me point out that when in the years 1919 to 
1921 our banknotes had been forged, it was a period during 
which with great effort and sacrifices we were struggling 
to stabilize our currency and to consolidate our financial 
conditions. Our banknotes to the value of millions were 
being forged at a time when a few hundred thousand were 
enough to lower our exchange and damage the interests 
of our State. We seized these false banknotes to the 
value of 30 million crowns, and although we were aware 
of the political circles in the neighbouring States who were 
responsible, and although the authorities in the State 
concerned did not perform their legal and international 
duties, we intentionally refrained from provoking a 
quarrel. I think that this is a strong proof of our desire 
to keep the peace. It has been said that these matters 
have been treated in a sensational spirit. If it were my 
desire to create a sensation, I would have proceeded in 
quite a different way. We are striving for peace, and to 
obtain this end we need the goodwill and sincerity of 
those with whom we have to deal. This is also my reply 
to those international news agencies which have circu- 
lated reports about our alleged purposes and interven- 
tions. The goodwill of the Czechoslovak Government has 
been more than sufficiently proved by the process of 
consolidation in Central Europe—not less so in the case 
of the forgeries than in many other important political 
events since the war. 
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Banking ‘Types 


I— The Country Branch Manager 
A Tyrant who controlled the Rector and the Gas 


By Claude Luttrell 


Y first experience as a branch manager was at a 

small country town in Dorsetshire; I had only 

been in the bank a few years when I was sent to 
take the place of the manager whilst he took his fortnight’s 
holiday ; in those days holidays and salaries were on an 
equally meagre scale. 

This small branch was a one-man show; bank raids 
had not yet become fashionable, so it was not thought to 
be incurring any risk by having only one man on the bank 
premises. 

I was sent to relieve the manager in September and 
as the place was near the Blackmore Vale Kennels I took 
my horse with me so that I could get some cub-hunting 
in the early mornings before bank hours. 

On my arrival at the bank I found a “buttons” left 
in charge of the house; an invaluable boy who capably 
performed some of the menial duties which usually fall to 
the lot of a junior clerk in a larger office; this boy saved 
the situation one morning when I was out cub-hunting 
and had cut things rather fine to get back before the clock 
struck ten; in fact, it was a few minutes after the hour, 
when the bank doors should have been open, that I came 
clattering up the street to find the “buttons” on the 
doorstep ready to assure any early customer that I had 
been called away on urgent business and should be back 
very shortly. I handed my horse over to the boy to take 
round to the stables and was safely installed behind the 
bank counter before the first customer put in an 
appearance. 

It was certainly a good experience to have to combine 
all the duties of manager, cashier, ledger-keeper, and 
junior clerk. I got through it somehow, but had it not 
been for a convenient Sunday I don’t think I should have 
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ever completed the monthly balancing of the ledgers 
single-handed. 

Times have altered since those days and even the 
smallest country branch probably now has a staff of two 
clerks as well as a manager. The manager of’one of the 
larger country branches is consulted by the bank’s 
customers on every conceivable matter. [ remember a 
dear old lady coming in to ask my advice as to devising 
her estate by will. She was determined to leave all her 
money to a home for lost cats—did I know of any 
institution I could recommend ? I tried my best to 
persuade her that, though, no doubt, there were many 
deserving cases of lost cats, there were even more worthy 
objects of her sympathy and support, but nothing would 
dissuade her from her purpose and she left the manager’s 
room fully determined that the lost cats should be the 
sole beneficiaries under her will. : 

In the course of my banking career I have come 
across branch managers of various types, some of them, 
dominating the country town in which their bank was 
situated, others, men who were afraid of their own shadow. 

My first manager belonged to the former school; he 
dominated the small country town in Somersetshire, 
where he had reigned for a quarter of a century; he was 
churchwarden and ruled the rector with a rod of iron; he 
was chairman of the local gas company, and would not 
have hesitated to cut off the gas of any of his bank 
customers if they had shown signs of insubordination 
and threatened to remove their accounts to the rival 
bank. Eventually he was made a Justice of the Peace, 
so that on his retirement from the bank he was able to 
transfer his administrative activities to another sphere. 

This manager was always worried about a certain 
butcher’s account which was constantly overdrawn in 
excess of the limit. He told me that he daren’t return 
the butcher’s cheques as one of the bank’s directors, who 
was passionately fond of sweetbreads, got his: weekly 
supply of this delicacy from this butcher, and it would 
have been as much as his place was worth to risk the 
supply of sweetbreads being cut off. Curiously enough, 
very soon after this director died the butcher filed his 
petition, and I am afraid the worthy manager was 
landed with a bad debt. 


To 
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When I was moved to another branch my manager 
was vice-chairman of the bank and as shrewd and cautious 
a banker as ever lived; he had been closely allied with 
Walter Bagehot in the management at the head office of 
the bank and on this famous financier’s death his mantle 
descended on to the shoulders of the man who constantly 
warned me of the pitfalls to which a branch manager was 
liable. 

When a man of moderate ability is given the manage- 
ment of a small country branch he is probably a fixture 
for the remainder of his banking days; if he is not endowed 
with an ambitious temperament he probably settles down 
to a fairly happy and contented life. He should have no 
difficulty in taking a leading place in the business and 
social life of the district, and he ought to find plenty of 
time and opportunity for his recreations. Naturally, his 
salary is on a lower scale than that of the man whose 
ability and ambition have established him in a large 
branch where greater responsibility, with its attendant 
worries, rightly deserves higher remuneration. 

Probably neither of these men would care to exchange 
places with the other—they are of a different type— 
though as to which of them leads the happiest life I, 
personally, should think there can be little doubt. I have 
known managers who did little else but read the “ Times”’ 
in their bank parlours, in fact, I have heard them dubbed 
“Times managers,’ but, of course, these men were also 
directors or partners in their banks and their local 
influence and standing were full compensation for their 
disregard of ordinary banking routine. 

I suppose there is no other professional man who has 
to give so much gratuitous advice as the bank manager. 
I say advisedly, gratuitous, for the manager’s salary is 
presumably meant to cover only his advice on banking 
matters, whereas he is consulted on every conceivable 
subject, and his reputation as a successful bank manager 
may be blasted if he fails to give sound advice on matters 
totally unconnected with banking. 

Undoubtedly, the most useless type of branch manager 
is the man who is afraid of his head office, afraid of his 
customers, and afraid of his own shadow. 

The qualifications for a successful branch manager 
are tact, common sense, judgment of character, knowledge 

Q 
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of when and how to say no, and a sense of humour, 
without which he will be bored to tears; in addition to 
these he must learn never to argue with his head-office 
officials. A raw recruit might just as well try and argue 
with a drill sergeant--no one is infallible—not even the 
youngest and latest-promoted head-office official, but they 
all resent any attempt to point out where they have made 
a mistake and as in ninety-nine cases out of a hundred 
they are in the right, it is wiser for the manager to put 
his tongue in his cheek and accept their ruling without a 
protest. 

Mr. Steele, in his recently published book, “The 
Banker as a Lender,”’ gives some excellent advice to the 
branch manager as to how he should conduct his corres- 
pondence with his head office with regard to lending 
transactions. The following extract should be read, 
marked, learned, and inwardly digested by every 
manager : 

“The manner in which a branch manager conducts 
his correspondence with his head office with regard to 
lending transactions is a matter of considerable importance 
to himself. It is one of the many tests which his general 
managers apply when they form an estimate of his 
efficiency ; the manner in which he deals with borrowers, 
both as regards the borrowers themselves and as to the 
representation of their cases to headquarters, is a test of 
his ability which is applied almost daily. Some managers 
always have difficulty with borrowers, others so far as 
head office sees, have little or none, and there is no doubt 
that, in banking matters, some managers really contrive 
to educate their customers in sound banking principles, 
getting them into the way of seeing a transaction from 
their banker’s stand-point as well as from their own. 

“One thing the manager should never do and that is, 
submit a proposal which he himself cannot recommend ; 
the experienced branch manager will know, almost as 
well as the officials at head office, what kind of transaction 
will be acceptable to them and what kind will not, and in 
his own interests, he will not put forward and recommend 
a proposal, which he knows they will not approve.” 

To sum up with an aphorism : “A banker must be able 
to read character as well as a ledger and to discount 
optimism as well as bills of exchange.”’ 
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II— The Inspector 


The inspection staff swoop down on a branch and 
enter the office in very much the same way that the 
‘flying squad” of ticket inspectors board a train just as it 
is leaving the platform ; the idea in either case is, of course, 
to catch a cashier with sticky fingers, or a passenger who 
has omitted to take a ticket and hasn’t taken the 
precaution to travel under the seat. 

To see six stalwart members of the inspection staff 
march into an office and assume command of the cashier’s 
drawers and the junior clerk’s stamp-box is sufficient to 
inspire a feeling of awe in the heart of every member of the 
branch staff. Surprise is the essence of the visit, and to 
havea warning of its imminence would rob it of all its effect. 

When I was a cashier I must confess the sudden 
apparition of the inspectors used always to give me the 
same sort of feeling that even now comes over me when a 
member of the ‘‘flying squad”’ boards my train and demands 
to see my season ticket, in spite of my murmuring “season.” 

There 1s one thing no inspector, be he bank inspector 
or police inspector, can ever rid himself of, and that is, 
the “‘any previous conviction” atmosphere. Once there 
is a black mark against a clerk’s name the inspector can 
be relied on never to forget it. 

From the manager’s point of view, the visit of the 
inspectors is, or should be, honestly welcomed ; a thorough 
inspection of the branch staff’s work must relieve the 
manager of needless anxiety and should be regarded as a 
safeguard rather than an irksome infliction. 

The function of the inspector is to inspect, not to 
instruct, so that as far as the manager is concerned there 
should be no room for awkwardness or offence ; the result 
of the inspection is reported to head office, on whom falls 
the duty of issuing any instructions arising out of the 
report or of reprimanding the manager if his branch is 
unsatisfactory. It is always an invidious duty to have to 
find fault and the inspection staff have to justify their 
existence by discovering uncrossed ‘‘t’s’’ and undotted 
“‘7’s,”’ but provided there are no glaring lapses from the 
proper conduct of the branch staff's clerical work the 
inspection should be carried out without undue friction, 
and no ill-feeling should result. 

Q2 
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Old Socialism and New 
By the Right Hon. William Graham, M.P. 


Chairman of the Public Accounts Committee of the House of Commons; 
formerly Financial Secretary to the Treasury. 


T is one of the happy features of our present indus- 

trial problem that, in spite of much confusion of 

terms, and certainly ample misrepresentation, con- 
siderable sections of the community are passing to a 
clearer and more practical conception of the application 
of Socialist principles. While Conservatives and Liberals 
hold by private enterprise, they are, of course, driven to 
recognize that our industrial system has changed to such 
an extent that the State must intervene at many points. 
When a Conservative Prime Minister suggests bulk 
purchase of foodstuffs from the Colonies, to help to 
protect British consumers, the terrors of Government 
trading are diminished in the most orthodox breast. 
When Mr. Lloyd George proposes a land scheme in which 
clearly ownership is to reside in the community (or, at 
all events, such effective public control as amounts to 
ownership) Liberal individualism feels that it, too, has 
joined the vast congregation of the merely historical and 
academic. To the Socialists it is the triumph of the 
“inevitability” they have always preached. The syndi- 
cate, combine, and trust have replaced an idyllic compe- 
tition. Local public ownership of gas, water, trams, 
electricity, has made literally enormous progress, until 
hundreds of millions of pounds’ worth of capital 
belong to the people, and are managed for them in that 
sphere. Even the great traffic combine in London 
proposes an arrangement with the municipally-owned 
trams to get rid of the ‘‘waste of competition.”’ 
The illustrations might be multiplied indefinitely. Mr. 
Baldwin is three-parts a collectivist, but is held back 
by colleagues who have not yet his appreciation of large- 
scale industrial change. We are all floundering about in 
Socialist argument and proposal of some kind. Mean- 
while we have vast debts; our allies disappoint us in the 
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settlement of their obligations; the United States has 
power as a great creditor country; Europe revives; and 
under the pressure of the debt burden and the American- 
European competition we must think of some solution 
which will secure in economic and social recovery the 
maximum co-operation of the British people. 

Of that solution there would be little prospect_if the 
economic programme of the Labour movement was still 
the socialism of the pioneers. With all its individualistic 
variety of outlook the Fabian school contemplated power 
for the State Department. A publicly-owned banking 
system led us immediately within the almost sacred 
walls of the Treasury. If railways were nationalized 
there would be the Board of Trade. In land we thought 
of the Ministry of Agriculture. The Fabians knew all 
the difficulties of a bureaucracy vastly extended; they 
dealt faithfully in debate with most of them; but the 
risks remained in the public mind. John Smith said he 
did not want everybody under the State. Having once 
had great difficulty in getting a reply from a Government 
Department he announced that he preferred to abide 
by even his bad employer. Meanwhile the syndicalists 
were active at the other extreme. Their doctrine was 
mixed, but it suggested the mines for the miners, the 
railroads for the railwaymen, and advanced schemes of 
workshop control. Its programme lay largely, and for 
some of its enthusiasts exclusively, in the industrial 
field. To some extent that text was taken by the Guild 
Socialists. They thought of the mining industry organized 
on a guild basis, which would be representative of all 
the manual, technical, and administrative skill engaged 
in it. The guild would be the trustee in that sphere for 
the community as a whole. But the guild school has 
never quite clearly defined the exact relationship of guild 
organization to the State, or to the other guilds. Much 
argument has been written about the danger of economic 
compartments within the State. Moreover, while its 
appeal has been addressed largely to the trade unions, 
the unions have hardly responded at all. They have 
plodded away with their collective bargaining, the 
amalgamation of their organizations, and the enrolment 
of new members; they have faithfully sent representa- 
tives to the House of Commons, hoping for the best at 
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Westminster; but at present neither syndicalism nor 
guild socialism has any real place in trade union thought. 
The vast majority of the members are content to abide 
by the annual declarations of the Trades Union Congress 
and the Labour Party, in favour of public ownership 
with democratic control. That phrase is held to safe- 
guard everybody, and it has also the merit of en- 
couraging the view, widely held, that further thought in 
the matter is not on their part strictly required. To 
leaders and experts that duty will be entrusted. 

Among the capitalists themselves there are remark- 
able developments. Thanks to a large subsidy at public 
expense, coal just avoids another crisis. Nobody regards 
the subsidy as other than economic disease. It is thought 
that a Royal Commission will recommend the expro- 
priation of the royalty owners and, at least, the sub- 
stantial unification of the industry, with a view to getting 
rid of overlapping, expenditure on uneconomic seams, 
redundant directorates, and the rest. In other words, 
it may be necessary to do for coal what was done for 
railways under the Railways Act, 1921. At that date 
the hundred surviving companies were replaced by four 
great amalgamations or trusts. These trusts were given 
a form of guarantee of the net revenue of the companies 
of 1913. There was direction to the rates tribunal so 
to adjust the charges. Although the clauses were not 
obligatory, the amalgamations, in part responsible to 
the Ministry of Transport, were to provide certain 
services and facilities for the travelling public. They 
became almost public corporations; they fell short of 
that because the private shareholders remained, and the 
ownership did not lie with the community. But the 
change was, nevertheless, impressive. The accumulating 
problems of iron and steel have led to similar suggestions. 
One of the largest proprietors of capital on the north- 
east coast has just argued that part of the remedy may 
be found in the unification of the industry of certain 
areas ; that, as much as anything else, may hold out imme- 
diate hope to unemployed engineers. Everywhere per- 
fectly free competition is ruled out, even by the strongest 
individualists; the short argument is that under existing 
conditions we cannot afford it. At the same time the 
credit of the community is placed behind much of the 
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enterprise thus in process of substantial change. Export 
credits provided by the people back innumerable mer- 
cantile bills. The Trade Facilities Acts guarantee -as to 
principal and interest loans raised in the open market 
for capital expenditure calculated to provide employment 
in this country. The Government gives full-blown 
subsidy in hard cash to privately-owned beet sugar 
cultivation. For all this guarantee and expenditure, 
running in the aggregate now to more than £100,000,000, 
the taxpayers have no place in the ownership of the 
assets their resources undeniably help to create. Hence 
the growing demand for such a place; in other words, 
the penetration of the existing industrial system by part 
ownership for the people. Such a development would 
make them effectively co-partners in industry. Theoreti- 
cally many of the supporters of the present Government 
are in favour; but when it comes to practical application 
they fly off under cover of the argument that the whole 
idea is downright Socialism! Words still dominate us in 
Great Britain, often to the exclusion of elementary 
common sense. 

At this stage it is perfectly plain to everybody that 
purely private enterprise is not in reality on the stage, 
at all events, in the great industrial and other services 
in the State. But there is still no enthusiasm for State 
Departments. Is there, then, any practical solution ? 
To that question the unanimous report of the committee 
on broadcasting offers an almost remarkable reply. 
The committee was representative of Lords and Com- 
mons, of science and industry, of literature and music, 
and of the general public. It contained only one 
Socialist. The British Broadcasting Company was 
formed some years ago of a number of the manufacturers 
of wireless apparatus. An obvious monopoly (since 
competition in broadcasting would lead to chaos of which 
Babel itself would be but a feeble imitation) it obtained 
an agreement with the State. Under that agreement 
the State gave it a licence till December 31, 1926; fixed 
the annual fee chargeable to listeners-in ; enabled the Post- 
master-General to review the finance of the company, 
and to sanction provision for development; covered the 
payment of a fixed 7 per cent. on the £70,000 of sub- 
scribed capital; and made it clear that if at any time 
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the agreement came to an end the shareholders were 
entitled to repayment of their capital at par, and nothing 
more. The committee unanimously decided that in all 
the circumstances the licence to such a company, so 
constituted, could not be renewed. The British Broad- 
casting Company had done admirable work, but it was 
no longer appropriate for such a task. A _ previous 
committee had, in a minority statement, proposed that 
broadcasting should become a department of the Post 
Office. That was not adopted by the new committee. 
On the contrary, they decided to recommend a purely 
public corporation (to some extent after the fashion of 
the Electricity Commissioners) composed of a small 
number of able and experienced people who thoroughly 
understood the industry, and would also be representa- 
tive of the British people. That will be the Broadcasting 
Commission. For the Commission the Postmaster- 
General will reply in Parliament but generally on 
matters of broad policy. All the detail in development, 
in programme, and in management of the staff will 
be the duty of the new Commission. Not less interesting 
is the financial arrangement. Continuing the fees to 
listeners-in on their present basis the Commission will 
obtain, assuming that Parliament approves of the 
report, sufficient sums from the fees each year to make 
full provision for the maintenance and development of 
the service, and for the discharge of every conceivable 
duty. Ifa surplus remains it will be for the Commission 
and the Postmaster-General to decide whether the annual 
licence fee will be reduced, or the amount available 
handed over to public funds. With the licence fee at 
tos. there is a strong feeling that further reduction 
should not be made, since the service is already incredibly 
cheap. It is much better that the community as a whole 
should have the benefit of any surplus that reasonably 
remains. 

This report may well become the basis of great 
industrial development. The special position of broad- 
casting must not be ignored. It is a new industry or 
service; by nature it must be a monopoly. But much 
oi the rest of old and competitive industry has changed 
to such an extent that it corresponds broadly to the 
conditions which surround broadcasting, and it lends 
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itself readily to similar treatment. It would not require 
much amendment of the Railways Act, rg21, to turn 
the four amalgamations into one definitely public cor- 
poration, from which, as will be the case with broad- 
casting, all private profit had been eliminated. In 
railways there would be a wider field of existing interest 
to compensate. That would be the process of a fixed 
term of years. Coal and electricity are in much the 
same category; in both, and certainly in electricity if 
the new Government proposals have their way, the public 
intervention and, indeed, interest is already substantial. 
In a short time, therefore, we may see the old State 
Socialism replaced by a wide discussion of the possi- 
bilities of purely public corporation. As is the case 
now, some member of the Government or Department 
would be responsible for them in reply in Parliament; 
but they would have the greatest freedom, as trustees 
for the community, to put all their skill and initiative 
into the progress of the undertaking committed to their 
care. To Labour there should be appeal for fair and 
generous trial of the new experiment. If it is clear that 
all progress must tend to the full advantage of the 
public, and if there is also provision for the best con- 
ditions of employment that the service can carry, there 
would be no ground whatever for failure in such response. 
As in the new arrangement for broadcasting, there must 
be no subsidy from public funds. Each service must make 
its way in economic strength. In the case of industries 
or services encountering exceptional difficulty, outside 
the control of those responsible for them, there might 
be arrangement for temporary assistance out of the 
surplus of others more fortunately placed; but devices 
of that kind must be watched with the greatest care, 
for subsidy is at best a dangerous and unreliable industrial 
recruit. The Public Corporation meets many of the 
objections to State Socialism, including mainly the 
objection to bureaucracy. It is not syndicalism. It 
effects a reconciliation with the interests of the State, 
or the community as a whole, in a manner not achieved 
by the guild organization. Recommended in its efficiency 
to the British masses, it may become the great highway 
to industrial peace, by uniting in public service all that 
is best in the individualist and collectivist faiths. 
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and speculation in the earlier part of 1926, 

there has been as yet no sharp reaction such as 
was expected by many. In fact, building activity seems 
to be going on at something near the high pace of last 
year. There is a more or less general tendency toward 
real estate speculation, somewhat reduced from _pre- 
ceding months, but still quite marked, and occasioning 
concern among those who have come to regard this 
tendency as one of the last of the phenomena marking 
the end of a cycle of prosperity. The anthracite coal 
strike has been a factor of some importance, and now the 
railways, which were just beginning to show financial 
recovery after a long period of depression, are likely 
to be called on for large advances in wages. The 
agricultural situation, while improving, remains unsatis- 
factory to the farmers, who still complain of a disparity 
in prices of farm products and other commodities. The 
banking situation continues prosperous and sound. 


American and English Financial Co-operation.— 
Already there has been no inconsiderable amount of 
co-operation between the Federal Reserve Bank of the 
United States and the Bank of England, as there has been 
between the banks of London and New York. The 
matter of extending the latter form of co-operation has 
been frequently discussed on both sides of the Atlantic. 
It is of especial importance now, when for the time 
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being New York has at its disposal a larger amount of 
loanable funds for foreign purposes than has London. 
On the other hand, as was recently pointed out by Herr 
Schacht, London has a knowledge of international 
finance, accumulated through centuries of experience. 
Could the experience of London banking and financial 
houses be utilized in some form of co-operation with New 
York it would appear that the funds available at the 
latter centre might be more efficaciously employed than 
would otherwise be the case. It is realized that there 
are great practical difficulties in the way of such enlarged 
financial co-operation. In the first place there are the 
existing banking arrangements, of long standing, which 
cannot be disturbed. No doubt also New York has no 
small degree of confidence in its ability to handle foreign 
credits in its own way without help from London. There 
is, besides, the greater difficulty, sure to arise once the 
machinery for such co-operation is provided, relating to 
the utilization of credit in promoting international trade. 
If loans are to be employed for the greatest benefit of the 
borrower, instead of for the purpose of promoting the 
trade of the lending country, this difficulty might be 
avoided. Great as the obstacles are, in the way of joint 
financial action between London and New York, they 
are not insurmountable once the desirability of such 
co-operation is fully recognized. American ventures into 
the field of foreign finance have thus far been marked by 
many ups and downs. Our present growing commit- 
ments in this direction suggest the need of experienced 
guidance, which British financiers, out of their larger 
experience, should be able to supply. 


Investment Trusts Becoming Popular.-—As a result of 
the growing importance of the United States in the field 
of international finance, new types of financial organiza- 
tion—new at least to this country—are springing into 
existence. The latest of these is the Investment Trust, 
familiar enough in London, but practically unknown here 
until quite recently. Such of these corporations as have 
been organized already have shown, as a rule, very 
favourable results, obtained under generally prosperous 
conditions. This has stimulated the formation of a 
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number of such concerns under the general corporation 
laws of the States. While there is a Federal Statute— 
commonly known as the Edge Law—regulating institu- 
tions of this type, its provisions are rather more rigid 
than seems to be thought desirable by those now engaged 
in this form of corporate promotion. Specific regulation 
of investment trusts has not as yet been undertaken by 
the State Legislatures, but that this will be done in the 
near future is reasonably certain. , 


Rank Failures in the United States.—The fact that in 
1925 there were over four hundred bank failures in the 
United States, with liabilities exceeding $160,000,000, 
might be taken as an indication of the existence of a 
severe financial crisis in the country. But the reverse 
was true: the year 1925 was one of great and almost 
unexampled prosperity. Furthermore, the failures last 
year compare with over six hundred in 1924, with 
liabilities of more than $200,000,000. In both years the 
failures were chiefly of small banks, located in most cases 
in those sections where agricultural depression had been 
acute. While these numerous suspensions of banks are 
not looked on with complacency, since they greatly 
accentuate local distress, their importance, so far as 
relates to the general banking and financial situation, is 
by no means in proportion to their numbers, and is, in 
fact, insignificant. While local economic conditions are 
responsible for the majority of these banking mortalities, 
too many banks and too many inexperienced bankers 
have undoubtedly added to their number. 


Slow Growth of the Postal Savings System.—After 
existing for a number of years the deposits of the Postal 
Savings System on June 30, 1925, amounted to only 
$132,173,211. Contrasted with these slender figures, 
deposits in Mutual Savings Banks on the same date 
were $7,151,803,000, and $%1,918,230,000 in the Stock 
Savings Banks, and $4,558,889,000 in Savings Deposits in 
the National Banks. The Postal Savings System was 
instituted chiefly for the benefit of the “foreigner,” but 
this hypothetical individual has either failed to save his 
money or has put it in the ordinary savings banks of the 
country—the latter explanation being the more probable. 
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At any rate, the Postal Savings System has neither 
justified the hopes of its sponsors nor the fears of its 
opponents. It is, in fact, almost a negligible element in 
the financial mechanism of the country. The remarkable 
growth of savings deposits in other banks is chiefly due 
to the existing prosperity of the people, but the persistent 
and vigorous efforts of the banks to stimulate the saving 
habit has been a strong contributory factor. 


Futility of “‘ Blue-Sky” Laws.—The State laws regu- 
lating the sale of securities—commonly known as “blue- 
sky” laws—were severely criticized in a recent ‘address 
by Mr. Mortimer L. Schiff. He declared that while the 
purpose of these laws was laudable, their effect was 
unsatisfactory, in that protection was not afforded to the 
ignorant and inexperienced investor, while legitimate 
dealing in securities was rendered more difficult. Mr. 
Schiff pointed out that while probably the existing 
criminal laws afforded the investor sufficient protection, 
if additional legislation was needed it should be national 
in scope, like the Federal Pure Food Act. Should all 
the forty-eight States enact laws regulating the sale of 
securities, as many of them have done already, the 
difficulties of meeting their complex requirements might 
prove insurmountable. The demand for Federal legis- 
lation on the subject is but a further evidence of the 
need in this country for a more uniform system of laws 
relating to business matters. 


Large Earnings of the First National Bank of New 
York.—For the calendar year ending December 31 last, the 
First National Bank of New York and the First Security 
Company showed very satisfactory earnings, as appears 
from the following summary of report to shareholders, 
made by Mr. George F. Baker, chairman of the Board : 


We have had another prosperous and satisfactory year. The net 
earnings of the bank were $12,242,119, and of the Security Company 
$4,537,450, a total of $16,779,569, as compared with $16,064,403 last 
year. 

At the June meeting the quarterly dividend was increased to 25 per 
cent., placing it on a Ioo per cent. basis. It is of interest that since its 
organization in 1863, with $200,000 capital, the present dividend brings 
the total distribution by the bank to $105,810,000, and by the First Security 
Company, since 1908, to $33,700,000, a combined total of $139,510,000. 
There has also been accumulated a surplus and undivided profits account 
of $89,816,956. 
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Repudiated American Debts.—Interest in this subject 
has been revived of late owing to the comments of the 
Council of Foreign Bondholders, which contrasted the 
American attitude toward European indebtedness to the 
United States with the indifference displayed in this 
country respecting debts long due and unpaid by certain of 
the American States. The report of the Council of Foreign 
Bondholders expressed surprise that this country should 
so vigorously insist on the payment of what Europe 
owes us, while exhibiting absolute unconcern as to whether 
or not the repudiating American States ever pay what 
they owe to Europe. That this anomalous situation is 
gaining recognition may be inferred from the fact that 
the subject has been discussed recently in ‘Current 
History,’ published by the ““New York Times” Com- 
pany, and by the “ Journal of Commerce”’ of New York. 
The latter publication, after considering the claim that 
these debts are unjust and illegal, bluntly says: ‘‘The 
facts, however, constitute no legal defence against 
recognition of the obligation to pay, and that, of course, 
is the point which the defrauded foreign creditors take 
care to emphasize as often as may be.” The article in 
“Current History,’”’ by Professor Raymond Turner, of 
Johns Hopkins University, is historical in character, 
bringing to light the facts relating to the origin of these 
debts and their subsequent repudiation. It is also 
shown that several of these defaulted obligations long 
ante-date the American Civil War. Curiously enough 
some of the unpaid bonds were issued in support of 
ambitious schemes for carrying on State banks, which 
resulted disastrously. Concurrently with the article by 
Professor Turner are presented the views of governors 
and other officials of the repudiating States. These views 
are uniformly unfavourable to a recognition of the debts, 
and Mr. Page, second auditor of the State of Virginia, 
asserts that Professor Turner’s article “is incorrect 
and contrary to the evidence.’”’ He then proceeds to 
recite exactly what the State of Virginia has done in 
meeting its obligations. Substantially the same facts 
were set forth in a letter which Mr. Page had published 
in the London “Times” some months ago. 

In considering this subject it must be borne in mind 
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that the debts under discussion are not obligations of the 
Federal Union, but only of certain States. Since the 
adoption of the Federal Constitution no obligation of 
the American Government has been repudiated. While 
the distinction indicated should be borne in mind, it 
loses much of its practical force from the fact that there 
is a provision of the Federal Constitution behind which 
the defaulting States may take refuge when pressed for 
payment. By the Eleventh Amendment to this document 
it is provided that a State cannot be sued without its 
own consent by citizens of another State or by subjects 
of a foreign State. The point has been made, and with 
much force, that the Federal Government, having thus 
deprived foreign creditors of their remedy against the 
defaulting States, should itself assume their obligations. 
But there is no prospect that this will be done. 

A London banker has expressed the view that, until 
these debts are provided for, the bankers of New York 
and other American financial centres should discontinue 
purchasing the obligations or extending credits to the 
defaulting States. If one turns to the current annual 
report of the Secretary of the Treasury of the United 
States it will be seen that this is precisely the policy 
recommended by the American Government in dealing 
with those countries of Europe that have failed to make 
an adjustment of their indebtedness to the United States. 
But, on the other hand, a little reflection will show that, 
however correct this position may be ethically and in 
theory, it is impracticable to deal with the matter in 
this manner. The financial and commercial relations 
between the defaulting States and the rest of the country 
are too great to permit of the application of any such 
remedy. As a matter of fact, the bonds and other obli- 
gations of several of the States that have defaulted 
command a ready market in New York and other 
American financial centres. The moralist may be aston- 
ished at this, but bankers on both sides of the water 
can hardly fail to understand why this is so. 

Nor is anything to be hoped for on this score, because 
the United States has signified its qualified acceptance 
of the invitation to adhere to the Permanent Court of 
International Justice. For although the Senate did not 
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adopt a reservation excluding from consideration by the 
Court questions affecting the indebtedness of any State 
of the United States, one of the reservations makes 
the submission of any question to the Court dependent 
upon general or special treaties concluded between the 
parties in dispute. In fact, the senator who proposed 
the reservation excluding debts from the consideration 
of the Court withdrew it on the ground that it was 
covered by another reservation previously adopted. 

The holders of these defaulted obligations being plainly 
without legal remedy, and having failed to make any 
progress by resorting to harsh criticism, might have better 
hopes of success by employing tactful negotiations. Not 
long ago a banker in one of the repudiating States ex- 
pressed the opinion that his State would profit by ascer- 
taining the amount due on these outstanding debts and 
making some acceptable settlement. There is not much 
evidence that this view is very general, although the 
prominence recently given to the discussion of this 
subject indicates that the indifference toward the matter 
is not so great as commonly supposed. Plainly, it is a 
case where force cannot avail, but where ‘“‘sweet reason- 
ableness”’ might be employed to some effect. 
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By a former Gilbart Lecturer 


[We propose to publish each month under this head a short article treating 
of legal topics of practical interest to bankers, with especial regard to any 
decisions in the Courts during the past month.] 


the distinction of being favourite targets for the 

shafts of the litigant. In a large measure this is 
quite legitimate, for many questions of prime importance 
in banking practice have been settled by the Courts. 
From the large and growing collection of “‘leading”’ cases 
we shall be able to select useful topics for future articles. 
But for every decision of the Courts that defines or 
settles a point of principle there are scores of cases that 
are instructive as illustrating the application of recognized 
principles, and as illuminating the path of the banker on 
the daily round of business. The early days of this March 
provide at least two instances of cases in the Courts that 
are worth noting. 

Take, for instance, the case of Fairbairn v. The 
National Bank, tried before Mr. Justice Mackinnon on 
March 2 and 3. Lady Fairbairn, then being in Innsbruck 
(Austria), wrote to the branch where she had her account, 
requesting the manager to ‘“‘send £250 on my behalf to 
F. Latham Warde, Esq., 29 Pembroke Road, Portsmouth, 
on receipt of his cheque for £250 plus interest (which I 
have left him to fix), which cheque will be dated two 
months ahead, but kindly only send this £250 if you 
receive that cheque.’”’ Shortly after receiving this letter 
R 
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the manager (on September 6) received a letter from 
Latham Warde saying: “‘In a letter received from Lady 
Fairbairn this morning her ladyship asks me to send you 
the enclosed cheque for £157 1os., dated November 6 
next, in exchange for which Lady Fairbairn states you 
will forward me £150, which kindly do in notes.”’ 

Beyond these two documents the bank admitted they 
had no instructions or authority to pay the £150 to Warde. 
And on the strength of these two documents and the 
cheque they paid it. Lady Fairbairn sued them for the 
£150, as cheque on presentation was dishonoured. She 
put her case at first on a restricted authority alleged in a 
later letter, but this was found against her by the judge, 
and raises no particular point of interest. At trial she 
amended her claim, alleging that on her letter of mandate, 
quoted above, the bank was not entitled to debit her 
with the £150 because (1) they paid out £150 and not 
£250 as directed; (2) they were entitled to pay out only 
on Latham Warde’s own cheque, whereas the cheque 
enclosed in his letter was drawn by his wife on her account 
(Latham Warde had no banking account); and (3) the 
bank should have seen it was not Latham Warde’s own 
cheque and have put an inquiry, because a comparison 
of his signature on the letter and the signature on the 
enclosed cheque showed they were not the same. 

It was argued for the plaintifi that the legal position 
was that the bank owed her the £150 on the usual creditor 
and debtor relation of banker and customer, and that 
they could not justify their debit of the amount as they 
had departed from her mandate in the particulars above 
stated. The bank, while admitting the cheque was the 
wife’s and not the husband’s, argued that they were not 
guilty of any negligence, and that the plaintiff herself 
(when she ultimately obtained possession of the cheque) 
treated it, as did the bank, as the husband’s cheque, and 
consented to its re-presentation once or twice when it was 
consistently returned, Mrs. Latham Warde’s account 
being insufficient to meet it. Therefore, they alleged that 
the plaintiff could not at a later stage turn round on them 
and rely on the cheque not being the cheque of the hus- 
band. The learned judge supported the bank’s view, 
and held in effect that the mandate for £250 justified the 
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payment of the lesser sum of £150, and that the bank 
had not been negligent, notwithstanding that a careful 
scrutiny of the cheque would have disclosed that it was 
not the man’s own cheque. The judge did not deal 
expressly with the argument presented on behalf of the 
plaintiff, but it would seem that on the facts of the case 
he took the view that the bank acted reasonably and 
without negligence, and, therefore, was not liable. The 
plaintift’s argument, however, was not unattractive. It 
was said that it was not a case of negligence at all, and 
that, even if the bank had been guilty of no negligence 
in failing to notice the discrepancy of signatures, they 
deprived themselves of justification for the debit by the 
reason that they had not, in fact, actually complied with 
the terms of the mandate; they must take the risk of the 
cheque turning out not to be the cheque of Warde himself. 
That such an argument was opened at all illustrates the 
need for the greatest care in complying strictly with the 
terms of an authority to pay on behalf of a customer, 
although, in this particular case, the bank’s action was 
held to be reasonable and proper, and their right to debit 
was vindicated. 

A second case that invites comment is that of White v. 
National Provincial Bank, reported in the “Times” of 
March 3 and 4, the facts of which are doubtless fresh in 
the minds of our readers. There an attempt was made 
to hold the bank liable for fraudulent misrepresentation, 
in a report and advice to a customer of thirty years’ 
standing with regard to the position and prospects of a 
company in which he was invited to invest. It was clear 
from the terms of the report itself, which was from head 
office, that the bank pronounced the shares to be neces- 
sarily of a speculative character. Also it was evident 
from the evidence of the local branch manager, who con- 
veyed the report to the plaintiff and discussed the matter 
with him, that there was no ground for the serious charge 
of fraud. A special jury, under the direction of the Lord 
Chief Justice, found in favour of the bank. The plaintiff 
claimed alternatively in negligence, but the fraud issue 
was the decisive one of the case. 

This transaction well illustrates the risk that bankers 
take in reporting and advising on investments. So 

R 2 








254 THE BANKER 


frequently are customers seeking this service at the hands 
of their bankers that in practice it is often difficult to 
avoid rendering the service. And so long as bankers act 
in good faith and honestly, they are safe from successful 
attack on the ground of fraud, although never quite safe 
from attack. But fraud is rarely alleged, and the ordinary 
case is laid in negligence (i.e. falling short of reasonable 
care and skill in ascertaining and stating the facts or in 
giving the advice). On the whole subject, from that point 
of view, we would recall the case of Banbury v. Bank of 
Montreal (1918), A.C. 626, in which the House of Lords 
discussed fully the position of a bank in regard to advising 
on investments. On the evidence then before them they 
did not regard advising on investments as within the 
scope of ordinary banking business. Each case under this 
head of banking practice has to be decided on its own 
particular facts, and it is important for every banker, in 
view of the readiness with which allegations of negligence 
are made, to familiarize himself with the discussions of 
the Law Courts on the Banbury case, more especially if 
the bank has any interest in carrying through the invest- 
ment advised upon. There are at times cases in which a 
banker is interested in the company, and such interest 
should be disclosed if advice is given, or if confidential 
reasons exist for not disclosing it then advice is better 
refused. Although advising is not, perhaps, within bank- 
ing business so as to affect a bank with responsibility for 
advice given by a branch manager, apart from special 
authority if a banker does undertake this service, Lord 
Finlay, in the Banbury case, declared that he is under a 
duty to exercise reasonable care and skill in giving the 
advice. It yet remains to be settled what precisely is the 
extent of any such duty in any given case. Having regard 
to the law as it stands, bankers cannot be too careful in 
undertaking any service involving advice as to invest- 
ments, as distinct from the ordinary service of giving 
information as to the credit or standing of a company. 
In the case of White and the National Provincial Bank the 
verdict was a complete vindication of the bank, but it is 
not difficult to imagine other cases in which the Courts 
might on the less offensive ground of negligence hold 
banks liable. 
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Mr. Lloyd George’s Observations 
on English Banking Methods 


[Mr. Lloyd George has kindly allowed us to reproduce the following passage 
from his speech in the House of Commons on February 5. A com- 
ment on this speech appears in our Banking Notes on page 226.] 


R. DALTON (the Socialist member for Peckham) 
Mh spoken about those bankers who act as 

though they had command of the whole finances 
and industry of the world. I refer to Mr. Walter Leaf 
and others. Those are not the people who do the 
banking. The men who do the banking are the big 
managers who are in charge of the concern; the real 
managers, who never appear in public, who do not strut 
in front of the State as though they were doing the whole 
of the financial work of the world. The managers are 
the men who do the work. They are paid servants, and 
they are very efficient men. Before we change the whole 
vf the banking system of this country we must look at 
what it has done, in spite of its many defects. 

I agree with a good deal of what was said by 
Mr. Dalton in regard to our banking policy of the last 
few years. I have always been very doubtful about it. 
But, on the whole, it is the soundest banking in the 
whole world. We must remember that the United States 
of America has practically the whole of the gold in 
the world—well, a good deal of it—more than is good 
for them—and gigantic prosperity, and that our country 
has a debt of eight thousand million pounds, and 
has borrowed one thousand millions from the United 
States of America ; yet, in spite of that, we hold supremacy 
as the internaticnal money market of the world. That 
is a very great achievement, and no one can honestly 
say, in spite of all the other things which have been said, 
and with which I entirely agree, that in this respect 
private enterprise has been a failure. 
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The real criticism is that it has been too much of a 
success from the business point of view. The banks 
have done very well. They have been too efficient from 
the point of view of managing their own business. And 
there is this to be said for them—I think in the long 
run it will be counted to them for righteousness—that 
they were able to resist, and successfully resist, the 
temptations which very nearly ruined Germany and 
brought France to the brink of financial disaster, and 
were able to keep the business and finance of this country 
on rigid and sound lines by which they have restored 
our credit. When trade comes it will be on a basis 
that cannot be shaken in this country. This must not 
be forgotten when one criticizes the banks, and it is why 
I cannot see that a case has been made out at the present 
moment, in spite of all that has been said, and truly 
said, about the selfish policy which has been pursued by 
banks, for the contention that they have failed in the 
course of the last critical ten years. 

I agree that there is a great deal in the existing 
system that has to be put right ; but you do not put it 
right by doing something which in itself is wrong—not 
wrong in the moral sense, but a mistake. You simply 
rush from one mistake to another, and you may find that 
you have made a mistake which is quite irretrievable. 
This is not a country with infinite natural resources. 
This is not a country even like Russia. Russia, in spite 
of all the great disasters of the last few years, has a future 
which is assured ; and it is assured without any reference 
to the question as to whether Bolshevism is right or not. 
And why? Russia is a country with infinite natural 
resources—they will always remain there. Here we have 
to depend upon trade, finance, and merchandise, and 
once that goes you cannot whistle it back when you 
have got a better system. Therefore, it is very essential 
we should proceed very cautiously in experiments which 
touch our trade, our industry, and our finance. 


CHED 
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The Banks and the Universities 
By E. Gresham Gray 


T has constantly been said that the banks are finding 

difficulty in securing the right type of man for their 

higher executive positions, and it has been suggested 
that this is due to the narrow system of selection, which 
imposes much drudgery upon the junior staff during 
their first years of employment, to the detriment of 
qualities of initiative and intelligence. 

Suggestions have been made that banks should 
organize their staffs on Civil Service lines, with a first and 
second division of bank employees. Entry to the first 
division would be according to merit, and a university 
degree would be a distinct qualification: entry to the 
second division would be governed by the present 
system, but any clerk showing exceptional capacity 
would always have the prospect of promotion to the 
first division. 

This idea of a first and second division was mooted 
not so long ago, when a suggestion was made in high 
banking quarters that the managerial posts should be 
recruited from the universities, and that a bank should be 
organized like an army, with a clear division between 
the rank and file and the commissioned officers. As a 
matter of fact, I am not quite sure that banks are not 
already organized on army lines, as there are in actual 
practice three. grades in banking—the staff, the control, 
and the directorate. 

I have heard it suggested in all seriousness that one 
of the reasons why the university man is not attracted 
to banking is that banking is an occupation in which he 
cannot rise from the ranks. At the same time I have it 
on high authority that the university man is not attracted 
to banking because opportunities of promotion to positions 
of higher control—as opposed to directorships—do not 
offer a sufficiently early advancement. 
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It will be admitted that it is easier for a private in the 
army to become an officer than for a bank official to 
become a bank director. Before the days of large amalga- 
mations some of the country banks, no doubt foreseeing 
this, made it possible for the man possessing suitable 
qualifications to aspire to and obtain a seat on the Board. 

No one who has passed through the banking mill will 
deny that under the present system the young man of 
promise will be discouraged by the prospect of spending 
several years in performing duties of a routine nature. 

How then is the problem to be solved ? 

Under modern conditions it is becoming more and 
more difficult to throw open the directorship to the staff, 
while it is more necessary than ever for the staff to be 
highly specialized and for the directorate to be elected 
on broad lines. 

On the question of salary, during the war a city man— 
one who entered the city at the age of eighteen, “‘ passing 
rich on forty pounds a year,” and was still in harness 
nearly seventy years later, worth a quarter of a million— 
remarked to me that “‘ banking never was, and never will 
be, a well-paid job.’”’ However right he may have been 
in the first part of his statement, I hope and believe he 
would have modified his opinion had he lived to see the 
existing conditions. 

I feel sure that the matter of salary is not the primary 
deterrent to the university man at the present day, and 
that the problem is not one of salary. There are, 
however, two disabilities under which the university 
candidate, who has taken his degree, enters the service, 
and which ought to be removed. His age of entry is 
necessarily three or four years later than that of the 
ordinary candidate, with the consequence that he is 
handicapped both in his initial salary and as to the 
basis on which his pension is calculated. In common 
fairness, therefore, his salary should start at the figure 
to which he would be entitled had he joined the bank 
at the normal age of entry (this is already the practice 
in some of the banks), and the years spent at the 
university should be accounted to him for pension. 

Apart from these concessions, however, I do not 
believe in offering any special inducement to the university 
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man. The better way, in my opinion, is to organize the 
staffs of the banks on such lines that every man will be 
trained and tested to the highest degree, so that it will 
be easy for the control to select the competent men 
solely on the grounds of ability and suitability. 

In a recent article in the ‘‘ Journal of the Institute of 
Bankers,’’ under the title ‘The Human Factor in Bank- 
ing,’ I have outlined a scheme of staff organization and 
training which I believe could very easily be put into prac- 
tice, and which I feel sure would produce the results I 
have indicated. Under this scheme, natural and clear-cut 
groups are formed under four main divisions, and the staff 
pass through these groups under a careful system of 
promotion, becoming thoroughly trained and tested in 
the process, so that the really competent men cannot 
fail to come into their own. The university man, I take 
it, does not ask for anything more than this; he will 
see, at any rate, that he will get a fair chance to rise to 
the higher posts without undergoing an unduly long period 
of purely routine duties. 

To create an artificial division would in my opinion be 
fatal. It would cause immense discontent among the 
present staffs. Further, before a man is put into the higher 
division he should be tested and trained, and I cannot 
see how this can be done until he has passed through the 
lower division and has risen on his own merits. Many 
a man in the higher posts has regretted the fact that he 
has not had more practical training, and this can only be 
obtained by going through the mill. 

Lord Birkenhead recently said : “‘ You cannot master 
the business system of this country in the cloisters of 
Oxford, and suddenly take up and deal with a most 
complex organization which has developed and grown 
up with centuries of our life. The whole business is one 
of the most extraordinary nicety and complexity, and to 
attempt to deal with it without the advantage of most 
careful preparation is to invite a sure and certain failure.” 

The fact must not be lost sight of that the various 
banks are in keen competition, and it is doubtful if a 
bank with a staff organized on an artificial basis could 
hold its own with its rivals organized on a true and 
natural basis, which can only be founded on the principle 











260 THE BANKER 


of promotion by selection of the most competent after 
actual training and testing. 

Of course it may be said that it has not yet been 
proved that the universities can supply the needs, 
particularly as only a small minority of successful 
business men to-day can lay claim to a_ university 
education. On the other hand it is not certain that these 
Captains of Industry would have made successful bank 
managers. The qualities which lead to success in business 
are not necessarily the same as those which lead to success 
in banking. 

A bank, it seems to me, is something between a 
business and a Government Department. The qualities 
required for a successful banker seem to be a mixture of 
the qualities of a business man and a Civil Servant. And, 
therefore, a bank staff which includes a sprinkling of 
university men would seem to be the appropriate 
composition. 

Hitherto the university man has not been attracted 
to the service. The few who have entered the banks have 
mostly become dissatisfied with their prospects, and 
have resigned to take up other employment. They have 
become disheartened because, while the banks have 
undoubtedly been anxious to give them quick promotion, 
there has been no machinery by which they could be 
thoroughly trained and tested rapidly enough for this 
purpose. 

It is my firm opinion that a constant supply of the best 
candidates for the higher posts can only be assured by a 
sound system of organization and training, and when 
the banks tighten up their machinery on the lines indi- 
cated, the university man will, I believe, enlist. And if 
this does come about, the bank staffs will, as a result of 
keener competition, become even more efficient than 
they are to-day. 


CLED 
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The British Gold Standard 


in Action 
A Foreign Tribute 
by H. J. Pouyanne 


Financial Attaché, The French Embassy, London. 


EARLY a year has passed since the gold standard 
Pale reintroduced in Great Britain. Almost every 

informed person is now in agreement with the 
measure itself, as well as the methods which have been 
used since April 1925 to enforce it. But this unanimity 
has not always existed. During the year a lively dis- 
cussion on this subject has been carried on ; the timeliness 
of the reform has been doubted; the management of the 
Money Market has been criticized, and the gold standard 
has been held responsible for the deepening of the indus- 
trial crisis. It is interesting, therefore, to recall and to 
review the governing principles of British monetary 
policy in 1925. Instead of taking a casual view of the 
problem let us study it from the general financial and 
economic points of view. The latter is the more impor- 
tant, because a monetary system has for its principal 
object to facilitate the economic development of a nation 
by developing production and increasing its efficiency. 

To obtain this general view we will survey in a concise 
form the changes which have consecutively occurred in 
the monetary position following the re-establishment 
of the gold standard. Then, as far as we are able, we 
will determine the cause and the nature of these changes 
and, finally, we will try to establish the importance of 
the return to the gold standard from the point of view of 
British, as well as of international, interests. 

The Money Market in London during 1925 passed 
through some agitated periods. For the convenience 
of our investigation we shall divide the year into three 
periods as follows : 

(a) From January 1 to April 28.—This was the pre- 
paratory period for the return to gold. At the beginning 
of the year the bank rate stood at 4 per cent., and three 
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months’ bank bills were quoted at 3# per cent. American 
capital was coming to London in considerable quantities, 
contributing to the rise of sterling in terms of dollars gold. 
But money was not easy, nevertheless, in consequence 
of income-tax payments. On February 26 the Federal 
Reserve Bank of New York raised its rate from 3 per cent. 
to 34 per cent. The Bank of England followed suit on 
March 5, raising its own rate to 5 per cent. The object 
of this action was evidently to maintain the movement 
which was gradually bringing the pound sterling up to 
its gold parity. This measure, which was brought about 
by external influences and not by the situation of the 
open Money Market itself, remained without influence 
on the latter; during March and April three months’ bank 
bills lagged ? per cent. behind the official bank rate. 

(b) From April 28 to November 3.—This second period 
ran from the re-establishment of the gold standard to the 
raising of the embargo on foreign loans. The conditions 
under which the new regime began to function after the 
monetary upset of the war were somewhat artificial. 
On one hand, the Bank of England had increased its 
reserve of precious metal by entering into agreements 
with foreign institutions, and on the other, the export 
of gold was not really free, because foreign loans were 
under the embargo, and the people who controlled the 
Money Market did not encourage any operations which 
were calculated to lead to a movement of gold out of the 
country. 

The increase of the gold reserve reached £8,800,000 
towards the beginning of the month of August. At the 
time business was stagnant. Money became easy in 
consequence, and through the summer and in the early 
autumn discount rates continued to fall. The Bank of 
England lost the power of controlling the Money Market. 
To regain it, it lowered the bank rate on August 6 to 
44 per cent. and to 4 per cent. on October 1. After this, 
violent criticism was heard: the last step was declared 
likely to make the dollar dearer in the period of autumn 
buying. The market did not believe in the stability of the 
bank rate; business was made difficult by the uncertain 
future and remained so during the whole month of 
October ; banking operations slowed down because people 
would not commit themselves for any long period. 
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Towards the end of October the outflow of the yellow 
metal created a marked stringency of money. 

From November 3 to December 31.—On November 3, 
under pressure from industrial and financial circles, the 
embargo on foreign loans was repealed. Several issues 
were made causing a new stringency. This was increased 
by gold exports following the weakness of the American 
and Dutch exchanges. During the whole of November 
the City continued to be nervously expectant each week 
of a rise in bank rate. But it was the evident intention of 
the Bank to carry out a complete test of the gold standard 
and of the independence of the London market from the 
other great foreign financial centres (New York and 
Amsterdam). The rate of 4 per cent. was therefore 
maintained. At this moment a new factor began to make 
its presence felt: the position of the Treasury became 
difficult in consequence of the deficit: revenue lagged 
considerably behind the budgetary expenditure. The 
Treasury met with difficulty in placing its bills on 
the market in the second half of November because money 
was tight. For the payment of interest amounting to 
£50,000,000 on 5 per cent. War Loan on December 1 the 
Treasury was obliged to take up a loan—an overdraft— 
of more than £15,000,000 from the Bank of England. 
In consequence of the resulting inflation the bank rate 
was raised at last to 5 per cent. During the whole of 
December there was the usual stringency of the Money 
Market, and it was feared that the bank rate would have to 
be raised again. But one of the great banks came to the 
rescue and there was no change. After January I the 
available resources began to grow once more. 

In 1926, during January and February, the bank rate 
remained stable at 5 per cent., and money had a tendency 
to become easier. 

The general impression obtained from this survey is 
of a somewhat chaotic state of affairs. The circumstance 
which surprises one most is the sudden way in which the 
people who govern the Money Market came out with 
their measures. The Cityis accustomed to go by precedent, 
and is guided by certain preconceived notions on the 
working of the gold standard. When expectations are 
deceived the resulting state of incertitude hampers 
business. It was thought that the re-establishment of the 
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gold standard would lead to large exports of gold 
and a rise in the bank rate. Contrary to expectations 
gold began to flow in and the bank rate was lowered on 
two occasions. In the autumn everybody was confident 
that precautions would be taken against a possible fall of 
the sterling exchange on New York and resultant large 
gold exports. Contrary to expectations, again the Bank 
maintained the rate at 4 per cent. and the export of gold 
was not restricted. In the result bankers and bill brokers, 
whose operations are governed by the probable price of 
money, remained in a state of great uncertainty. They 
were afraid to enter into commitments, so that in October- 
November the City felt itself tied, and complaints were 
heard on all sides against the gold standard and against 
the lack of skill of the persons who had it in their keeping. 
It so happened that curiously enough the return to a 
healthy currency—the haven of financial security—began 
by causing a feeling of uncertainty. 

These complaints were not unnatural. After all, it is 
but human to think first of one’s own interests. We shall 
now see if the recriminations were justified. 

To understand the course of events we need to know 
the atmosphere in which the situation developed; we 
must understand the influences which were brought into 
action, and we must know the part played by the Bank 
of England—the keystone of the arch of the City. 

With the exception of the first and of the two last 
months, the year 1925 was characterized by the abund- 
ance of money available. The probable causes of this 
state of affairs were two. One was the relative slackness 
of business, though, as we shall see later on, this slackness 
seems to have been exaggerated. The other was the 
tendency to return homewards of a part of the capital 
that London placed abroad. There is no documentary 
or statistical proof of this return. Nevertheless it is a 
probable fact. British capital placed in foreign parts is 
valued at three billion pounds. The investments, 
naturally, are varied—securities, buildings, factories, and 
commercial undertakings. Also a share of this capital is 
concentrated in the foreign branches of British banks, 
who may use it to obtain credits in foreign currencies. 
The total amount of foreign moneys of which British 
subjects may dispose must substantially exceed the figure of 


_ -—_— ee. oe «ie 


BRITISH GOLD STANDARD IN ACTION 265 


three billion pounds. If an inconsiderable part of this 
enormous mass—if only one-thirtieth part—is employed 
for buying sterling, in the course of a few months the rate 
of exchange would be favourably influenced, and the 
amount of floating capital on the British market would 
be much increased. 

There is every reason to believe that quite spontane- 
ously the influence of the capital returning from abroad 
began to make itself felt during 1925. From the point of 
view of the monetary reform this was all to the good, and 
certainly the re-establishment of the gold standard has 
been facilitated thereby in a singular fashion. If the gold 
standard had been introduced at a moment of monetary 
stringency the obstacles met with might have been found 
to be wellnigh insurmountable. Thus the genera! state 
of the Money Market formed a favourable atmosphere 
for the introduction of the new system. 

Let us now consider the various infiuences—often of 
a contradictory nature—--which have been brought into 
play. First of all we find that at certain moments, for 
example, when the payment of taxes was at its height, 
and during the “‘ window dressing” by the banks in July 
and December, there occurred a certain tightness which, 
however, was eased by the general conditions indicated 
above. Then the return of the pound sterling to gold 
parity had increased the demand from abroad for sterling 
bills. In consequence capital was offered from outside, 
thus helping in fact to create a tendency for discount 
rates in the open market. Also the situation in London 
was clearly under the influence of the Money Market in 
the United States. The American market is governed by 
the credit policy of the Federal Reserve Bank of New 
York. Moreover, the movement of capital (i.e. Wall 
Street boom and land speculation) influences the price of 
money. The stability of the British gold standard de- 
pending first of all on the American exchange, it was 
necessarily the aim of London to have a rate of interest 
always higher than that of New York. This explains why 
on March 5 the bank rate was raised to 5 per cent., and also 
partially the rise on December 5. The interdependence of 
the British and American markets was also to a certain 
extent the consequence of the high prices obtained 
for rubber sold to the United States. In this case the 
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influence has been twofold. The rubber sold for British 
and Dutch account was paid for by drafts on London 
practically for the whole sum, because London is the 
great intermediary between Europe and America. These 
drafts, while strengthening the British rate of exchange 
on New York, concurrently weakened it on Amsterdam 
and Batavia: this explains the important quantities of 
gold sent out to Holland in November—December. To 
this must be added the effect of the important payments 
which the British Treasury. must make in New York 
according to the clauses of the Baldwin-Mellon agreement 
for the settlement of the war debt to the United States. 
And last, but not least, we must take into consideration 
the budgetary position and the activities of the Treasury 
which it necessitated during the year. Since the floating 
debt has reached the present considerable proportions 
the market has been constantly influenced by the move- 
ment of Treasury Bills. In November, when expenditure 
was far ahead of revenue, the Treasury found it difficult 
to place the average quantity of bills on a tight market 
and at a moment when a rise in the bank rate was 
expected. Towards the end of November the Treasury’s 
difficulties increased, and this was the reason which finally 
brought about the rise of the rate to 5 per cent. on 
December 5. We thus see that the most varied influences 
have exercised power over the Money Market, and that 
their action was contradictory and sometimes unforeseen. 
It cannot be a matter for surprise that in these circum- 
stances the situation may have looked at times like 
chaos, and that those who were obliged to transact 
business under such conditions of incertitude were placed 
in an invidious position. What we must try to discover 
is the line of policy pursued by the Bank of England. 

Its policy has been a mixture of prudence and bold- 
ness. The legitimate interests of the market have not 
been lost sight of, yet at the same time the Bank has 
steadfastly refused to be influenced by the strong, popular 
clamour and complaints from certain quarters. The 
main object all along has been to carry out a far-sighted 
policy without neglecting the needs of the present. 

In the beginning the note of prudence was very 
marked. The semi-official embargo on foreign issues was 
strengthened, and the gold reserve was substantially 











BRITISH GOLD STANDARD IN ACTION — 267 


increased. In the summer, to preserve in its hands the 
control of the market and to test the working of the gold 
standard, the Bank lowered its rate first from 5 per cent. 
to 44 per cent., and then, later, to 4 per cent. The latter 
rate, which was the forerunner of the raising of the 
embargo in November, was an audacious measure, which 
caused great surprise. It was bold, yet prudent, because 
by it only the market in short term credits was directly 
affected, and because it could be recalled without any 
great inconvenience. On the contrary, the embargo, 
which concerned the capital market, once removed 
could not be reimposed in a hurry. In November 
the embargo disappeared, and the gold standard was 
called upon to function under real conditions of 
freedom. The boldness of the step was remarkable, 
because the rates of exchange on Amsterdam and New 
York were weakish, and there was daily a large outflow 
of gold. Yet all was going well when the Treasury, in 
difficulties, was obliged to take up a loan with the Bank. 
The item “other deposits ’”’ showed an increase. The 
meaning of this is inflation, and immediately the bank 
rate went back again to 5 per cent. Prudence took the 
place of audacity, but the gold standard had already been 
tested and found good. 

Whilst this was the policy of the Bank of England 
towards the market, what was its internal policy ? The 
gradual growth of the gold reserve in the early period 
seemed to authorize the creation of new sources of profit 
by increasing credits, while preserving the average ratio 
of about 20 to 22 per cent. Had this happened, there 
would have been a risk of disturbing the market and the 
general economic situation of the country. The Bank 
deliberately preferred a policy of making the ratio follow 
the fluctuations of the reserve, whilst the deposits moved 
along a curve identical to that of the preceding year. 
Thus, by diminishing its “earning assets”’ the Bank, 
during nearly six months, acted against its own interest, 
but its action was certainly in the interest of a healthy 
management of the market. To resume: the Bank’s 
policy was principally governed by the necessity to apply 
such measures aS were required to ensure the proper 
working of the gold standard. It acted so as to 
secure the indispensable control of the Money Market. 
s 
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Thus, within the limits of practical possibilities the needs 
of the market were given satisfaction. 

The deduction which we draw from the facts described 
by us above is that during the first year of its restoration 
the gold standard as a monetary system in Great Britain 
has worked satisfactorily in spite of adverse influences. 
The stocks of gold have been kept at a secure level, and 
the bank rate having only slightly passed the average of 
44 per cent. it may be said that the rates for money 
were moderate. 

On the other hand, it cannot be disputed that often 
the market was disturbed. The disturbance was more of a 
moral than of a material nature. People were dissatisfied 
because they found it difficult to foresee coming develop- 
ments and, therefore, to take decisions. This state of 
affairs arising on repeated occasions was the cause of 
much discontent, but there was really no harm done. 
Before the introduction of the gold standard the fear was 
expressed that the reform would be prejudicial to the 
interests of the Money Market and of industry. In reality, 
if anybody has suffered, it is the Bank of England, through 
its unselfish attitude, which deserves to be acknowledged 
with appreciation. 

The importance of the British monetary reform 
appears clearly, if we envisage it separately, first from the 
British point of view and then from that of international 
interest. 

THE BRITISH POINT OF VIEW 

It is from this point of view particularly that the 
return to the gold standard has been most bitterly 
criticized. Some economists and business men, confronted 
with the difficult situation of trade and industry, asserted 
not only that the monetary reform was not a remedy for 
the troubles of the country, but that it would, on the 
contrary, serve to increase them. Not wishing to engage 
in an academic discussion, we concede to the adversaries 
of the gold standard that they were right on a series of 
points. Let us examine the position exclusively from the 
point of view of fact. Discussion began with the assump- 
tion that British trade and industries were in a precarious 
state, and would be ruined if the necessary precautions 
were not taken. The reasons given for this assumption 
were: first, the large amount of unemployment, and 
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second, the passive trade balance. which was steadily 
getting worse. Admitting that these considerations were 
valid, we believe that their importance was exaggerated, 
and that no anxiety should be felt in regard to the possible 
ruin of Great Britain. In the past two years unemploy- 
ment has been considerably reduced, and this in spite of 
the fact that until the month of August of 1925 there was 
a slight increase. A marked improvement took place in 
September—December. It should be remembered that 
unemployment is not entirely due to the economic crisis. 
It is the consequence also of an excess of population 
in the British Isles. The great current of emigration 
towards the Dominions and Colonies arrested by the war 
has not yet begun to flow in a normal fashion. To 
consider unemployment as the absolute barometer of the 
economic situation is therefore misleading. 

The apparently passive trade balance is equally not 
a sufficient guide to the situation. If it is considered even 
in the light of the supplementary evidence on invisible 
exports supplied by the Board of Trade, it may serve to 
console the pessimists, but nevertheless only one side of 
the problem is explained by it. Little mention is made 
of the trade inside the country, the statistical information 
about which is scanty in regard to its volume and 
tendencies. Attention is principally directed to the foreign 
trade, on which full monthly reports are available. It is 
dangerous and misleading to draw general conclusions 
from fragmentary information. 

We do not pretend to have in our possession all the 
elements of the problem, and we only say that to judge 
the economic situation in Great Britain it is necessary to 
seek out all possible indications. In this respect the facts 
about the situation of banking are very valuable. The 
balance sheets of the big banks for 1925 are striking. 
They show that since 1920 there has not been such a 
prosperous year. We refuse to believe that the situation 
of the banks could be flourishing if trade and industries 
were on the decline. 

We recognize the existence of serious obstacles to the 
development of several industries. This applies specially 
to some of those branches which produce for export. 
Great Britain has not yet overcome the economic 
difficulties resulting from the war. Some of these 
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difficulties must be dealt with inevitably, because Great 
Britain does not produce her food herself and must find 
the money to pay for foodstuffs by visible or invisible 
exports. There are fluctuations, but on the whole the 
situation is improving, and it is impossible to deny the 
favourable nature of the evidence furnished by the results 
of banking operations for 1925. 

What has been the influence of the gold standard on 
the improvement of the economic situation ? We believe 
that this influence has been beneficial. If some incon- 
venience has been caused perhaps by the fall in prices, 
it cannot be set against the all-important stability 
achieved, thanks to the gold standard. No business man 
can deny the axiomatic truth that real success depends 
on continuity of effort in executing plans established for 
a long time ahead and faithfully carried out. For this 
purpose the monetary system—the universal means of 
exchange—must be made completely stable. 

The gold standard has brought stability to money 
values, and has thus rendered a great service to the 
British business world. The argument is undisputable, 
though even in the beginning great difficulties have been 
encountered. For there is no way of solving real problems 
by a magic wand. 


THE INTERNATIONAL POINT OF VIEW 

In the economic life of the world after the war the 
re-establishment of the gold standard in Great Britain 
has been the greatest event. The war brought confusion 
into the monetary systems of the principal States of 
Europe. The Cunliffe Committee had drawn up a plan 
for rehabilitation, but there was no means of knowing 
when it could be realized. Prominent publicists discussed 
the possibility of introducing a ‘‘managed currency, 
and many of them thought that the gold standard in 
the form in which it had existed until 1914 was a thing 
of the past. They preconceived a new system adapted 
to modern needs. Qn one side were the United States, 
with the gold standard and with a stock of metal nearly 
equal to half the quantity available in the world. On 
the other were the nations of Europe, weakened or ruined 
by the war and seemingly impotent to introduce a stable 
currency. Between these two groups was Great Britain. 
Her financial position was difficult, but her credit 
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had been restored in a remarkably progressive way since 
1920. All depended, therefore, on the British choice. 
Great Britain deliberately placed herself on the side of 
the gold standard, and by so doing she has indicated the 
direction in which all other nations in Europe must now 
travel. Great courage was needed in taking this swift 
decision, because there were great risks to be faced. 
The measure has been a success, because Great Britain 
possesses an incomparable banking instrument in the 
London Money Market, and also because her foreign 
investments supply the force and the credit which permit 
the taking of risks. The British decision has done a great 
service to the United States by giving them the support 
of the British position in the world markets. But it 
also serves Europe, because by stabilizing her own 
position Great Britain can play the useful part of an 
intermediary between Europe and America, and also 
because she is now in a position to extend assistance 
to countries which are weaker financially and must be 
helped along the road towards a healthy currency. 

The gold standard in Great Britain has managed to 
exist successfully for nearly a year. It would be dan- 
gerous to draw the conclusion that there now remain no 
difficulties to be overcome and that the gold standard 
can be left to look after itself like any other well-ordered 
enterprise with an assured future. On the contrary, 
there are signs that to maintain the gold standard to-day 
is a task much more complicated than it was before IgI4. 
The gold standard is the sure way and the right way, but 
until the economic currents in international relations 
have settled down, and so long as the distribution of 
gold remains as irregular as it is at present, there will 
always be dangers to be overcome. And we cannot foresee 
in this respect any sudden improvement in the near future. 

The gold standard has already been adopted by a 
number of nations in Europe. The thing to do at present 
is to work for bringing the various monetary systems of 
currency into line with that of Great Britain. It is 
certain that the tendency towards unification will oblige 
all nations to join the ‘“‘gold standard club.”’ Great 
Britain has taken the lead in this work of international 
reconstruction, and it is clear that it is in her own interest, 
well understood by her, to continue to co-operate with 
the rest of Europe. 
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BOOK REVIEWS 


Modern Exchange and Foreign Banking 
By H. W. Phillips (Macdonald & Evans, 8s. 6d. net) 


Mr. H. W. Puitiirs, the manager of the foreign 
branch of the British Foreign and Colonial Corporation, 
has written what W. G. Ward used to describe as a “fat 
book,”’ but an exceedingly good one, on modern foreign 
exchange and foreign banking. No one can fail to admire 
the industry, research, and practical knowledge which 
went to the making of this book, and by writing it the 
author has rendered a considerable service to bankers. 
His book should be of great value to students and to 
the large section of the public interested in banking 
operations. It would be well if other practical bankers 
would follow Mr. Phillips’s example by writing on aspects 
of banking of which they have special knowledge. Such 
books perform valuable educational functions, and are a 
useful antidote to the wild views on banking disseminated 
by badly informed Socialists, conceited dons, and other 
members of the tribe of noisy critics who have been so 
vocal during the last few years. Should these persons 
desire to learn something about the subject on which 
they hold such strong views, they cannot do better than 
read this book. 

The arrangement of its chapters might, perhaps, 
be happier, for it imposes some drudgery on readers, and 
the illustrations would be more effective if placed nearer 
the chapters to which they refer. But this criticism is the 
only one that occurs to us in reading this excellent book 
and recommending it to bankers. 


The Economic Unity of the Empire 
By J. F. Darling (P. S. King & Son, Is.) 


WHEN Lord Milner died last year the British Empire 
lost one of its most distinguished and faithful servants, 
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and the Midland Bank was deprived of a director whose 
original and constructive mind was of rare value in the 
transaction of its affairs. His friend and colleague on 
the Board of the Bank, Mr. J. F. Darling, is now devoting 
his life to the advocacy of Empire development along 
lines originated by, and very dear to, Lord Milner. Mr. 
Darling has made some additions to Lord Milner’s creed, 
but, broadly speaking, he is the inheritor and faithful 
exponent of Lord Milner’s crusade for Empire economic 
unity. In this pamphlet Mr. Darling has set out the 
heads of the policy which he is now supporting with all 
his energy. The practical obstacles to the realization of 
the splendid ideal have daunted most English bankers. 
This may, perhaps, be due to the characteristic conser- 
vatism of their calling, for if Mr. Darling’s scheme were 
put into practical effect it would involve drastic changes 
in the structure of our banking system. To this genera- 
tion, weakened by the dire consequences of the Great War, 
it is the time for consolidation of the tried and not 
unprofitable system by which our business is now con- 
ducted, rather than for initiating vast reforms or elaborate 
new schemes. The policy which Mr. Darling advocates 
might or might not have been adopted with success at 
the end of the Victorian era, when our national prosperity 
reached its highest point. We could then afford to experi- 
ment. We fear that in these hard times Mr. Darling’s 
scheme will find little support among British bankers, on 
the principle elaborated by that fascinating statesman, 
William Windham: ‘No one,” he said, “‘ would select 
the hurricane season in which to repair his house.’’ But 
we hope what we have said will not deter bankers from 
reading this pamphlet, containing, as it does, much 
illuminating, original and provocative thought, and 
written with passionate sincerity in the cause of Empire 
development. 


‘** Tate’s Cambist ” 
(Effingham Wilson, 30s. net) 
THE most important banking publication of the month is the new 


edition of “ Tate’s Cambist.”’ Ever since the war broke out and 
tossed the delicately arranged currency systems of Europe into 
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incredible confusion, everyone has been anxiously awaiting 
new edition of this indispensable reference work, wondering 
whether there was anyone left in the banking world possessed 
of sufficient buoyancy of temperament to tackle and emerge 
from the awful task of evolving order out of European 
monetary chaos and yet retain his reason. Fortunately 
we have such a man. His name is W. F. Spalding, a 
member of that august institution the Hongkong and Shanghai 
Bank, who is well known as a writer and lecturer on monetary 
and exchange questions. No better man for the job could be 
found. He has a close practical acquaintance with his subject 
which gives his theoretical knowledge the fine point of a seasoned 
judgment. “Tate’s Cambist”’ first appeared in 1829, and the 
present edition is the twenty-seventh. The book shows that in 
Europe alone there are to-day no fewer than twenty-seven distinct 
monetary units, as against ten before the war. Lits, lats, zlotys, 
and pengos are the names of just a few of these new currencies. 
One canrot help feeling sorry for the next generation of bankers, 
who wi'l have to commit to memory nearly three times as many 
currency systems in Europe as their predecessors, but they will are 
heavily indebted to Mr. Spalding for providing them with < 
book in which they will always be able to find what they <i 
forgotten 


The Science of Public Finance 
By G. Findlay Shirras (Macmillan, 21s.) 


ORIGINALLY published little more than a year ago, ‘‘ The Science 
of Public Finance’’ now appears in a second edition. Mr. 
Shirras roams over a wide field to gather material for his 
observations, and with the help of his practical experience 
(he was on special duty in the Finance Department of the 
India Government from Ig10 to 1913) has succeeded in 
giving a lucid exposition of his subject. The burden of debt—- 
the central problem of public finance for years to come— 
was treated at length in the first impression, but the second 
edition gains additional interest from the inclusion of a new 
chapter on “ Debts arising from a state of war,”’ which approaches 
the present inter-Ally debts by way of the similar debts created 
during the Napoleonic wars. 
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IMUM = 


THE IMPERIAL BANK OF PERSIA 


(Incorporated by Royal Charter, 1889) 
Capital fully called up - £650,000 Reserve Account - - £420,000 


(with power to increase to £4,000,000) 


Reserve Liability of Proprietors under the Charter - - - £1,000,000 


HMI 





BANKERS: 
MEssRS. GLYN, MILLS & Co. THE WESTMINSTER BANK LIMITED, LOMBARD STREET. I,LOYDS BANK LIMITED. 
HEAD OFFICE: 
33/36 KING WILLIAM STREET, LONDON, E.C.4 
CHIEF OFFICE: 
TEHERAN, PERSIA. 
BRANCHES IN PERSIA: 

Ahwaz, Barfrush, Birjand, Bunder Abbas, Burujird, Bushire, Duzdab, Hamadan, Isfahan, Kazvin, Kerman, 
Kermanshah, Maidan-i-Naftun, Meshed, Mohammerah, Nasratabad (Seistan), Resht, Shiraz, Sultanabad, 
Tabriz, Yezd. 

BRANCHES IN IRAQ (Mesopotamia): BRANCH IN INDIA: 

BAGDAD, BASR, KIRKUK BOMBAY 
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, BANK is prepared to transact Banking Business of every 
description in and connected with Persia and Iraq (Mesopotamia), 
also with Bombay, Calcutta and Karachi. 

Clean and Documentary Credits arranged. Documentary Bills 
negotiated, Clean and Documentary Bills collected. Letters of Credit, 
Drafts and Telegraphic Transfers issued. 


Correspondents in all important places abroad. 
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Company Mecting 


British, Foreign and Colonial Corporation, Ltd. 


Dividend at rate of 10 per cent. 
RECORD GROSS PROFITS 


EXPANSION IN ALL BRANCHES 


THE FUNCTION OF ISSUING HOUSES 


MR. SZARVASY’S SPEECH 


HE fourteenth ordinary general meeting was held to-day at B.F.C. 
House, Gresham Street, E.C.2, Mr. F. A. Szarvasy (chairman), 
presiding. The chairman said : 

Ladies and Gentlemen,—I propose with your permission to adopt 
the usual course and ask you to take the report and accounts as read. 

There are only a few points to which I need refer in the balance sheet, 
which you will observe is drawn up in the form in which you have been in 
the habit of receiving it in past years. 

Taking assets first, ‘““Cash in Hand” £92,039 represents practically 
25 per cent. of our paid-up capital, but in a business like ours it is 
important to have ample cash resources at our disposal. 

““Securities’’ 92$ per cent. of which are taken at the quoted market 
price ruling on December 31 last, and 7} per cent. at cost or our own 
valuation, there being no free market in the latter. 

The shares of the Gresham Real Estate Company, which owns the 
freehold premises known as B.F.C. House, where these offices are situate, 
again figures at the same valuation, which is fully justified owing to the 
increasing value of this freehold, which I consider one of our most im- 
portant possessions. 

The gross profit shown on the profit and loss account, of £250,406, 
constitutes a record in the history of our company, but our business is 
now so well established that I think I am running no great risk in saying 
that we shall not only equal, but surpass this result in the future. 

You will notice that we have provided in the profit and loss account 
for taxation, and as shown in the report, after paying a Io per cent. 
dividend for a period, we propose to transfer £75,000 to reserve account, 
which will then stand at £150,000, and, together with the carry forward, 
amount to more than 4o per cent. of our capital. 

Mention is made in the report that during the period covered by the 
accounts very satisfactory expansion has taken place in all branches of 
the corporation’s business, and no doubt it will interest you if, on this 
occasion, I give you some details of what we are doing, what we have done, 
and what our plans are for the future. 

This corporation, due to its manifold activities, occupies perhaps a 
somewhat unique position amongst financial houses in the City. We 
transact banking and foreign exchange business, except that we neither 
accept bills nor take deposits ; we carry on the business of an issuing house 
creating and dealing in new securities; we have an extensive commission 
business, inasmuch as we deal for a great number of clients in all classes 
of securities through the medium of the Stock Exchange, and as many 
of our clients are resident abroad, we have to cater for their requirements 
through a special department established for the purpose. 

Our new issue branch is so well known to vou that I need hardly refer 
to it, except to say that since the war we have issued approximately 
£35,000,000 worth of new securities, that these issues were almost univer- 
sally successful, and that taking them as a whole there is a considerable 
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appreciation in their market value. We always fully underwrite our 

issues with our friends in the City, and in return we participate in the 

underwritings of other issuing houses, which at times—when business is 
brisk—constitute an important source of revenue. 

! Our business in securities for our clients is conducted exclusively 
through. the London or provincial stock exchanges who, by agreement, 
grant us the same privileges regarding the return of half commissions— 
which constitutes our sole remuneration on such business—as are enjoyed 
by bankers generally. I am glad to say that our relations with the 
various stock exchanges in the Empire are universally friendly and of a 
cordial character, as they recognize that we act as an important feeder 
to them by originating business, and by catering, as we do, for the wants 
of about 17,000 clients, and approximately 75,000 correspondents. These 
clients and correspondents are exclusively entitled to our weekly invest- 
ment notes and other information which we send out from time to time. 

In collaboration with Barclays Bank we were instrumental in founding 
an important banking company in Rome, in which we obtained a 25 per 
cent. interest, and to which we attach great value. 

The basic principle of our business is to give good service at a moderate 
cost, and I think those of you who have perused our publications, notably 
the book which we publish under the title of ‘“‘1oo Best Investments,”’ 
and which is now in its sixteenth year of publication, will recognize that 
we invariably devote a certain amount of space to subjects dealing with 
investments viewed from a wide angle, and that in a modest way we 
contribute to spreading knowledge on these matters, without endeavouring 
to derive any immediate benefits. Believing as we do in the educational 
value of investment, we try to show, not what the world is going to do next 
year—because that is impossible—but what the community tried to do 
in the past, where it failed, and where it succeeded, so as to draw sound 
conclusions and thereby avoid losses. 

As you know, this corporation started from small beginnings seventeen 
years ago. In its initial period of existence it had its ups and downs, but 
working on the principles I have just mentioned we have established 
ourselves firmly in the esteem of our clients, and I trust in that of our 
friends and competitors in the City. 

I have touched briefly upon our activities as an issuing house, but I 
venture to think that few people realize the real calling of issuing houses 
—namely, that their true function lies in acting as guardians of the 
savings of the public. 

You realize that issuing houses are responsible in the main for the 
selection of the securities which are put before the public for investment, 
and therefore a very wide field is covered by their activities. At some 
time or other in the past the majority of the securities in which dealings 
now take place have formed the subject of an issue by some such house. 

Before asking the public to put its savings into any enterprise, or to 
invest them here or in some other part of the globe, the function of the 
issuing house is to investigate and review conditions all the world over, 
and when I say conditions I do not mean only finance, industry, labour, 

agriculture, and other similar matters. The study must also extend to 
the scrutiny of the commercial mor: lity of the different peoples in the 
far-removed corners of the world. It would be invidious to mention 
names, but you all know that there are many countries rich in natural 
resources which for that reason would justify the investment of capital, 
but the peoples themselves may be uneducated, their Government may be 
corrupt, and on balance should be considered unworthy of trust. There- 
fore discrimination must be based on the moral, and not merely on the 
material, aspect. 

This friendly collaboration has to some extent been helpful in bringing 
about the most important financial events of the past eighteen months, 
namely, the return to the gold standard and the lifting of the embargo 
on foreign issues. 
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Undoubtedly the one that deserves first place is the return to the gold 
standard. So many eminent people have spoken on this subject, and have 
expressed such varying views, that I hesitate to touch upon it, except 
to say that, even if the exact period which was chosen for this important 
decision may be the subject of controversy, there cannot be any doubt 
that the return to the gold standard is of the greatest benefit to this 
country, because thereby we are returning to realities instead of living in 
the clouds. 

Few things can, perhaps, illustrate better the significance to the com- 
munity of a return to a fixed basis of our monetary system than a simple 
definition of what money itself is, because by adopting the gold standard, 
money which we have in our pockets and in the banks once more assumes 
a real, instead of a fictitious, function in our lives. Money—one of the 
most useful devices of social life and the outward sign of wealth—is after 
all only part of our transport system, whereby goods pass from one person 
to another, and, therefore, the unit of money, whether we call it a dollar, 
a pound, ora franc, must be something definite, with a fixed function and 
no variation in value. 

Let me illustrate what I mean. If you have a yard measure in your 
hand, you know that whether to-day or to-morrow that yard measure 
is equal to three feet of twelve inches each, and if you measure any article 
by that yard you compare with a definite unit. 

Money must be in the same position, and you should know that for 
every {1 you can get a definite measure of all other commodities which 
you may wish to purchase, and not more one day and less the next, but 
only if our monetary system is chained to the gold basis can this equilibrium 
be maintained. There will always be small adjustments to make, but 
these will be based on natural causes and governed by the laws of supply 
and demand, the increasing or decreasing consumption, and the rise or 
fall in commodity prices. 

The gold standard has been settled by cautious, well-founded experi- 
ment, and is the successful system because it does not depend upon, but 
acts as a check on, human nature. 

I think the advocates of the managed currency have suffered final 
defeat, for the very reason that the managed currency in most cases, 
because of the strong human element in it, has a tendency to become 
unmanageable. 

Next in importance to the financial work, but to a large extent closely 
connected with the return to the gold standard, was the raising of the 
embargo on foreign loans. A great number of flotations followed the 
raising of the embargo, and innumerable would-be borrowers are still 
knocking at the door; but their requirements should only be satisfied if 
they can show good cause that to finance them is to the benefit of the 
lender. Rates of interest have gone so high that some of these would-be 
borrowers will have to learn that it is uneconomical to borrow at these 
rates, and that it is better for themselves to suffer in silence than to have 
affluence for the time being due to borrowed money, and I venture to 
think that once this is realized many of the demands now made on the 
London market will be withdrawn, and equilibrium in interest rates 
re-established. We ourselves have not participated in the launching of 
foreign issues, because, as far as Central Europe at any rate is concerned, 
we do not think that stability has as yet been fully established. 

The most voracious borrower, namely, Germany, has yet to face, 
and as a matter of fact is facing now, a severe industrial and monetary 
crisis: shortage of working capital and unprecedented unemployment, 
more severe even than our own, are the outward signs of it. There is, 
however, an easier way out for Germany from this monetary crisis than 
for other nations. Nobody disputes their good qualities, their perseverance 
and intelligence, though mingled with lack of imagination, and all this 
will undoubtedly be of help, but the most potent factor which will put 
Germany on its feet is the Dawes scheme imposed upon Germany by her 
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late enemies. The results of that scheme are already becoming fully 
apparent, as they must have been patent to those who instituted it. Im- 
portant balances to the credit of the Reparation Funds are being accumu- 
lated in Germany in marks. As time goes on these balances will increase 
to a formidable extent, and what then ? How are they to be got out of 
the country and used for the benefit of the other nations ? There is 
only one way, and that is in the form of goods and service, because it they 
are drawn in the form of money, which can only mean gold in this instance, 
the very foundation of these credit balances would disappear, and we 
are, therefore, faced with the old question whether this country, or the 
export markets for which we cater, should be allowed to be flooded with 
German goods. 

The other method open for the utilization of these balances—and this 
is the point I am coming to—is to lend freely to German banks and indus- 
try, in which case we shall be supplying out of Reparation Funds the need 
of working capital from which Germany is suffering. Therefore I think 
that Germany may recover sooner from her industrial and financial crisis 
than is generally anticipated, even if the indiscriminate pouring of money 
by America into Germany should cease for the time being. 

What has the future in store ? The most eminent authorities, the 
chairmen of the five great banks, have spoken in optimistic language, 
the Government spokesmen are quietly confident that a trade revival 
is at hand, and there are unmistakable signs here and there of more activity 
in some trades; only our dwindling international trade balance and the 
labour situation still remain the disquieting factors. One is closely linked 
with the other, and unless the so-called ‘‘ New Spirit in Industry” material- 
izes no permanent improvement can follow. 

Unfortunately, the exploitation of dissatisfaction is an established 
business to-day. Its object is not to settle anything, nor, I am afraid, to 
get anything done, but to keep dissatisfaction in existence by propounding 
false theories and making false promises which those who make them 
know full well can never be realized so long as the world remains what it 
is to-day. 

The average working man—in whose good sense I have always pinned 
my faith—realizes by now that once the new principles established in 
industry are accepted and honestly observed, conditions will change, 
but there are some who have been inculcated with the fallacious doctrine 
of class war, and have accepted the principle that progress in trade is 
identical with the fostering of disorder. That spirit must cease, and the 
working men of this country, and of all other countries, must be left 
unfettered to follow their own good judgment. If by a process of education ; 
and, above all, fair and reasonable treatment by employers, this end 
can be attained, I think our industrial troubles will mend, and we shall 
return to cheap production, which is the only basis for improved trade 
and the re-establishment of international commerce. 

Our business is so closely connected with, and so much dependent 
upon, the general prosperity of the country, and, therefore, the labour 
situation, not only here, but, as I have explained, all the world over, 
that this aspect of the situation is more important to us than perhaps the 
gold standard or any other of the important matters to which I have 
referred, but I see improvement coming, and on the whole I am optimistic. 

The year 1926 has started in a very satisfactory manner. We have 
already concluded some important business, and have other interesting 
issues in hand which will keep us busy for several months to come, and I 
trust, as I have said before, that the current year will be equally satis- 
factory as that which has just concluded. 

I conclude my remarks by paying tribute to our excellent staff and 
managers of departments, who have all worked well in a spirit of harmony. 

The report and accounts were adopted. The retiring director, the 
Right Hon. the Earl of Mar and Kellie, K.T., and the auditors were 
re-elected. The meeting closed with a vote of thanks to the chairman. 
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Dominion Loans 
By Arnold Hore 


OME eighteen months ago the minds of English 
S economists were greatly exercised by the depressed 
condition of sterling, and there was a tendency in a 
good many quarters to regard what was said to be an 
excessively liberal export of capital to Australia, New 
Zealand, South Africa, and the other Dominions as an 
important factor in the depreciation of the £; more than 
one financial critic complaining that the easy terms on 
which other parts of the Empire could borrow on the 
London market were inimical to the interests of the 
Mother Country. On the other hand, it was argued that 
overlending, if it did take place, could only be of tem- 
porary duration, and that equilibrium would be ultimately 
restored if economic forces were allowed free play. Mr. 
Keynes, for one, believed that the voracious appetites 
of the Dominions were largely responsible for the exchange 
weakness. He also referred to the apparent anomaly 
that money could be borrowed more cheaply for harbour 
works in New South Wales than for harbour works in 
London, and he quoted the case of Southern Rhodesia, 
who floated a loan on this market on terms which would 
compare favourably with those accorded to a large 
English borough, although the country had only a mere 
handful of white inhabitants. Mr. Keynes suggested 
that all existing Trustee Acts should be repealed, and 
that no overseas issue should rank as a trustee securitv 
unless it carried a British Government guarantee, or was 
specially licensed by the Treasury. 

The question of overseas borrowing has lately been 
revived by the publication of a report on the general 
financial situation in Australia, in which it is stated that 
the steady growth of the National Debt, and the heavy 
annual interest payments, are viewed with alarm by large 
numbers of the thinking population. One writer in the 
























{ 251 ) 


VeEUCUCUeVEUCUEVeUeeUetleveve ve ueueuetr eve UPVC UeCVeUe Vee veiueVueileueuenet uMeUe 
ROA es Dyer erp SA Ter SANSA er eR HEINE NIN SONLSG Ua - 






Pein ese eas 


Bank of New Zealand | 


*. .. BANKERS TO THE .. .°. wt 


NEW ZEALAND GOVERNMENT. i 


FEMME MEME (Ue Tue nen 











fe Capital : ha 
Authorised ..  ..  .. ... £6,154,988 4 


Subscribed and Paid-up : gl 
Four per Cent. Guaranteed Stock .. ws aia ai £529,988 2 
‘““A”’ Preference Shares, issued to N.Z. Government .. 500,000 &: 
“a do. do. do. do. 1,375,000 


Ordinary Shares - - es wa ics ‘“ 3,750,000 
6,154,988 
Reserve Fund and Undivided Profits .. - eis 3,088,299 


£9,243,287 








Head Office: WELLINGTON, NEW ZEALAND. 








DIRECTORS : 
Str GEORGE ELLIOT, CuHarrman. 
Str HAROLD BEAUCHAMP. WM. REECE, Eso. 
R. W. GIBBS, Eso. OLIVER NICHOLSON, Eso. 
WM. WATSON, Esg. 
General Manager .. .- H. BUCKLETON. ia 
Fa 





| London Office: 1 QUEEN VICTORIA STREET, E.C.4. 


LONDON BOARD: 


= 





FREDERIC LUBBOCK, Esg., CHarrMan. 1 
Rr. Hon. LORD CARNOCK, G.C.B. ALEXANDER KAY, Esg. Be 
Admiral of the Fleet THe Rt. Hon. EARL ALEXANDER MICHIE, Esg. ea 
JELLICOE, G.C.B., O.M., G.C.V.O. SIR JAMES MILLS, K.C.M.G. z 
EI 
Manager oe oe ROBERT MILL. a 
a 
Us 
BANKERS: a 

BANK OF ENGLAND.—— - MIDLAND BANK, Ltp. 





Branches and Agencies at over 220 points in New Zealand ; and at 
MELBOURNE— VICTORIA. SYDNEY—NEW SOUTH WALES. 


SUVA AND LEVUKA—FIJI. APIA—SAMOA. 


The Bank of New Zealand (London) GRANTS DRAFTS on any of its Branches 
and Agencies. Makes Telegraphic Transfers ; Opens Current Accounts for the 
convenience of its Colonial Constituents ; Negotiates and Collects Bills payable in 
any part of Australasia, Fiji, and Samoa. Undertakes all descriptions of Colonial 
Banking and Monetary Business, and affords every facility to persons in their 


transactions with the Colonies. 





A ae i i 














































THE BANKER 





282 


London daily press, a gentleman who discourses authori- 
tatively and fluently on every subject within the field 
of human knowledge, has been moved by the report to 
warn investors against the dangers of taking up Austra- 
lian securities, and even to hint at the possibility of re- 
pudiation and bankruptcy. His deductions may be dis- 
missed as journalistic rubbish, but the report itself is of 
value, in that it indicates that educated financial opinion, 
which is always on the conservative side, is not idle. 
Overseas debts are undoubtedly large in relation to 
population, but critics are apt to forget that the Do- 
minions incurred exceedingly heavy liabilities in defending 
our common rights and liberties, and that the bulk of the 
remainder of the public debt is sunk in directly interest- 
bearing assets. Generally speaking, the Dominions 
themselves are alive to the futility and danger of excessive 
borrowing, but new and undeveloped countries must 
have fresh capital if progress is to continue, and capital 
in sufficient quantities can only be obtained at moderate 
rates of interest abroad. So long as the proceeds of new 
issues are skilfully invested in reproductive enterprises, 
and output expands as it has done in the past, there 
should be no real cause for apprehension. 

The impartial investigator can come to no other 
conclusion than that the Colonial Stock Act, 1877, which 
confers valuable privileges on overseas States, is, on the 
whole, a wise and beneficent measure, and that its repeal 
at this stage, and the substitution therefor of a system 
under which the Imperial Treasury or any body of 
financial experts could veto applications from overseas 
would be fraught with grave political and economic 
consequences to the Empire. Disappointed and exas- 
perated borrowers would not necessarily abandon their 
loan proposals, but would turn to monetary centres where 
a free market existed, and trade as it is carried on to-day 
would be inevitably diverted into other channels. No 
one, either here or in the Dominions, could contemplate 
successive applications to New York without dismay, 
and we must, therefore, dismiss the repeal of the Colonial 
Stock Act and the creation of an arbitrary body as outside 
the region of practical politics. But there is one direction 
in which the London Money Market could exercise a 
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much greater influence than it does to-day over Colonial 
issues. The ease with which overseas States have been 
able to raise money in the past has produced a laxity 
in the presentation of prospectuses which should not be 
tolerated any longer. Relying apparently on the fact that 
their issues rank as trustee securities, and will be under- 
written in the usual way, they proudly disdain to supply 
any vital information as to the condition of their finances, 
and the investor is denied all opportunity of exercising 
an intelligent and independent judgment. A large 
number of the States who maintain a policy of silence 
would lose nothing by taking investors into their confi- 
dence, but I do not know of any other walk of life in which 
a borrower, no matter what his good faith might be, is 
released from the obligation to produce a full and candid 
statement of his affairs. The amazing thing is that the 
credit of these Olympian debtors never seems to have 
suffered to any appreciable extent. Underwriters, brokers, 
and financial houses entrusted with the care of other 
people’s money must be largely to blame for this con- 
spiracy of secrecy. They ought to insist on the publication 
of figures showing the borrower’s budgetary position, 
the public debt, divided into productive and non-produc- 
tive loans, imports and exports, and the measures em- 
ployed for debt extinction, and if it were possible the 
Stock Exchange Committee should be empowered to 
refuse quotations to any stocks not complying with the 
above requirements. It is doubtful whether applications 
from overseas would be seriously diminished by the 
enforcement of regulations on the lines indicated, but 
imprudent and extravagant borrowers would be penalized 
by the market, and the discrimination exercised in the 
City would have the salutary effect of compelling the 
reckless to put their financial houses in order. The 
market, if it feels so disposed, can bring any borrower 
to heel, and while the setting up of an independent body 
with arbitrary powers of veto would be resented by the 
self-governing Dominions as an intolerable interference 
with their freedom of judgment, not one of them could 
afford to disregard the views of the City based on reliable 
information and the sound common sense and business 
acumen for which it is famous. 
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Mr. Maxton’s Bill to Nationalize 
the Bank 


[On Friday, February 26, Mr. Maxton introduced a Bill to Nationalize 
the Bank, but on account of its interference with private rights it was 
referred back to the examiners. The full text of the Bill is printed below.| 


E it enacted by the King’s most Excellent Majesty, 
B by and with the advice and consent of the Lords 

Spiritual and Temporal, and Commons, in the 
present Parliament assembled, and by the authority of 
the same, as follows :— 

1.—(1) For the purpose of the more effective manage- 
ment, control and carrying on of the Bank of England 
there shall be established by His Majesty, by Warrant 
under the Sign Manual, a Bank Council, consisting of a 
president, a vice-president and seven other members. 

(2) The members of the Bank Council, including the 
president and the vice-president, shall be nominated by 
the Chancellor of the Exchequer. 

(3) The members of the Bank Council, other than 
the president and vice-president, shall be appointed for 
five years, but shall be eligible for reappointment : 
Provided that His Majesty shall have power to remove 
any person appointed and appoint some other person in 
his place. On a casual vacancy occurring by reason of 
the death or resignation of any member or otherwise His 
Majesty shall appoint some other person to fill the 
vacancy, who shall continue in office until the expiry of 
the term of office of the member in whose place he was 
appointed, and shall then retire. The members of the 
Bank Council shall devote the whole of their time to the 
business of the Bank Council. 


2. The Chancellor of the Exchequer and the Financial 
Secretary to the Treasury shall be responsible to 
Parliament for the acts of the Bank Council. 


3. The Bank Council shall appoint a secretary (to be 
known as the permanent secretary) and such assistant 
secretaries and officers and servants as the Bank Council 
may, with the sanction of the Treasury, determine. 
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4.—(1I) The Bank Council shall be a corporation to 
be known by the name of the Bank Council, and by that 
name shall have perpetual succession and may acquire 
and hold land without licence in mortmain. 

(2) The Bank Council shall have an official seal, 
which shall be officially and judicially noticed and shall 
be authenticated by the signature of the president or 
any person authorized to act in that behalf. 

(3) The Bank Council may sue and be sued, and may 
for all purposes be described by that name. 

(4) The Documentary Evidence Act, 1868, as amended 





Constitu- 
tion of 
Bank 
Council. 


31 & 32 Vict. 


by the Documentary Evidence Act, 1882, shall apply to “37 


the Bank Council as if the Bank Council were mentioned 
in the first column of the schedule to the first-mentioned 
Act, and as if the president or a secretary of the Bank 
Council, or any person authorized by the president to act 
on behalf of the Bank Council, was mentioned in the 
second column of that schedule. 


5. On and after the appointed date all the powers, 
duties, rights, authority and liabilities in relation to the 
management and control of the Bank of England at the 
date of the passing of this Act vested in or exercised by 
the shareholders and court of directors of the said bank, 
together with the property and assets in connection 
therewith, shall cease to be vested in, exercised by and 
held by the said shareholders and court of directors and 
shall become vested in, exercised by, and held by the 
Bank Council in their corporate capacity in perpetuity, 
and the Bank of England shall for all purposes be deemed 
to be a State bank. 


6. The Bank Council shall acquire all Bank of England 
stock, property and assets in existence at the passing of 
this Act. 


7.—(1) For the purpose of assessing the purchase 
price of the stock referred to in section six of this Act, 
it shall be lawful for His Majesty, by Warrants under 
the Sign Manual, to appoint three commissioners, to be 
styled the Bank Purchase Commissioners (herein called 
“the Commissioners’”’), of whom one shall be chairman. 
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(2) The Commissioners shall be nominated by the 
Chancellor of the Exchequer. 


(3) At the expiration of twelve months from the 
passing of this Act, in the event of a majority of the 
Commissioners failing to agree as to the purchase price 
of the said stock, it shall be lawful for the chairman 
himself to fix the purchase price, which shall then be 
deemed to be the price fixed by the Commissioners, but, 
save as herein expressly provided, the finding of a 
majority of the Commissioners voting on any question 
or as to the purchase price shall be final and conclusive 
and binding on all parties. 


(4) It shall be lawful for His Majesty to remove any 
commissioner for inability or misbehaviour, and every 
order of removal shall state the reasons for which it is 
made : 

Provided that any such order shall be laid before 
each House of Parliament forthwith, and shall not come 
into force until it has laid before each House of Parliament 
for thirty days on which each House has sat, and if an 
Address is presented to His Majesty by either House 
within that period, praying that the order may be 
annulled, His Majesty may annul the order, and it shall 
thenceforth be void. 

(5) The Commissioners may appoint and employ such 
assessors, accountants, valuers, clerks, messengers and 
other persons required for the due performance of their 
duties as the Treasury, on the recommendation of the 
Commissioners, may sanction. 


(6) There shall be paid to the Commissioners and to 
each of the persons appointed or employed under this section 
such salary or remuneration as the Treasury may sanction ; 
and all such salaries and remuneration and the expenses of 
the Commissioners incurred in the execution of their duties, 
to such amount as may be sanctioned by the Treasury, shall 
be paid out of moneys provided by Parliament. 


8.—(1) For the purpose of paying the purchase price on 
Bank of England stock the Treasury shall, by warrant 
addressed to the Bank Council, direct the creation of a new 
capital stock (to be called ‘‘the new Bank of England stock’’) 
yielding interest at the rate of five per centum per annum. 
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(2) Interest shall be payable by equal half-yearly or 
quarterly dividends at such times in each year as may be 
fixed by the warrant first creating the stock. 


(3) The stock shall be redeemed at the rate of one hundred 
pounds sterling for every one hundred pounds of stock at 
such times and by such drawings as the Treasury, on the 
recommendations of the Bank Council, may think fit. 


(4) The stock may be issued at such times and in such 
amounts and subject to such conditions as the Treasury 
may direct, and may be issued as bearer bonds with quarterly 
or half-yearly interest coupons attached. 

(5) The stock shall be transferable in the books of the 
Bank of England in like manner as other stock 1s transferable 
under the National Debt Act, 1870. 


g.—(1) Subject to the provisions of this Act, it shall 
be lawful for the Bank Council generally to manage, 
control and carry on the business of banking in relation 
to the Bank of England with the same powers, duties 
rights, authority and liabilities as are at the date of the 
passing of this Act vested in or exercised by the share- 
holders and court of directors of the Bank of England by 
charters, statutes or otherwise. 

(2) All contracts, covenants, liabilities and engage- 
ments of the shareholders or court of directors of the 
Bank of England made, incurred or entered into before 
the commencement of this Act may be enforced by and 
against the Bank Council in like manner as they might 
have been by and against the said shareholders and 
court of directors. 

(3) For the purpose of all contracts of employment 
and service at present subsisting between the court of 
directors or the shareholders of the Bank of England and 
their employees in relation to the management, control 
and carrying on of the business of banking in connection 
with the Bank of England, as also in the case of all 
superannuation and pension funds, the Bank Council 
shall, from and after the appointed date, be substituted 
in the place of the said court of directors or shareholders 
as*a party to such contracts or to such superannuation 
and pension funds, and shall have all the powers, rights 
and duties and shall receive all the benefits and liabilities 
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of such contracts, superannuation or pension funds, in 
so far as the same concern the court of directors or the 
shareholders of the said bank, from that time forward. 

(4) The Bank Council may, from time to time, in 

such manner and on such terms as they think fit— 

(a) Appoint or continue in employment, or dismiss, 
managers, cashiers, agents, clerks, workmen, 
servants and other persons; and 

(5) Construct, erect or purchase, lease or otherwise 
acquire buildings, land or property and sell or 
otherwise dispose of the same when no longer 
required ; and 

(c) Enter into and enforce contracts and engage- 
ments ; and 

(d) Generally carry on the business of bankers. 


10. The Bank Council shall cause full and faithful 
accounts to be kept of all moneys received and expended 
under this Act, and of all assets and liabilities and of 
all profits and losses, and shall annually lay such accounts 


before Parliament. 


11. After full provision has been made for all out- 
goings, losses and liabilities for the year, the net surplus 
profits then remaining shall be applied in establishing a 
sinking fund and, subject thereto in establishing a depre- 
ciation fund, in respect of capital expended. 


12. All Acts and provisions now in force under 
charter or otherwise concerning the shareholders and 
court of directors of the Bank of England shall, subject 
to the provisions of this Act, continue in force and be 
construed as referring to the Bank Council in place of the 
said shareholders and court of directors. 


13. This Act may be cited as the Bank of England 
(Nationalization) Act, 1926, and shall come into operation 
on the first day of January, nineteen hundred and 
twenty-seven, which shall be the appointed day, and all 
valuations and transferences of Bank of England stock 
to the Bank Council and all other arrangements for the 
carrying out of this Act shall be concluded on or before 
the first day of January, nineteen hundred and twenty- 


eight. 
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Bank Directors and Architecture 


The Need for a Better Policy 
By C. H. Reilly, F.R.LB.A. 


Professor of Architecture in the University of Liverpool. 


HE selection of photographs sent to me of 
Messrs. Barclays Branch Banks—Luton, Hastings, 
Uttoxeter, and Canterbury—does not show any 
uniformity of thought or design, save in one minor, but 
important, particular. The lettering on all these banks 
is of the same type, and very good. Some artist has 
designed it. Everyone must have noticed the excellent 
lettering, designed by Eric Gill, which is such a feature 
of Messrs. W. H. Smith and Son’s shops. The 
Barclay lettering is not quite as refined and beautiful as 
that, but it is a long way above the average lettering 
used in the country. It is very clear, and of the well- 
known Trajan type, that is to say, from the pedestal of the 
Trajan column, and yet it is distinctive. Customers 
must consciously or subconsciously recognize it and feel 
confident on seeing it that here is the same Barclays 
Bank they have known elsewhere. Otherwise they might 
be in some doubt, so varied is the type of building adopted 
by the firm. I am informed it is their practice to employ, 
where possible, for the design a local architect who has 
an account with the bank. No doubt this is a very 
natural thing to do. But with 2,000 local branches it is 
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BARCLAYS BANK, CANTERBURY 
W.S. Willan, Architect 
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BARCLAYS BANK PREMISES AT ESHER 


Ralph Low, Architect 


an impossibility to find 2,000 good local architects worthy 
of the work. There are not 2,000 in the country, nor 200. 
This policy, therefore, which may make for immediate 
business on a small scale, does not, and cannot, make for 
fine permanent structures worthy of our old towns and 
villages. Local materials and local methods of craftsman- 
ship are to be highly commended, but not the 
indiscriminate use of local architects; for the curious 
thing is that the local architect will probably be the last 
person to employ the local methods. His temptation 
will be to prove to the bank authorities that though by 
some accident he lives in Little Puddlington, his mind is 
greater than that; that he knows what London does, and 
can do the same. This policy of Messrs. Barclays, which 
is the opposite extreme to that of some of the other 
big banks, who give literally hundreds of branches to 
one architect to design, though obviously very well- 
intentioned and probably done with the laudable desire 
to preserve local character, in my opinion fails the more 
seriously. Their branches as a whole are not of the 
standard of those shown here. Anyone can convince 
himself of that in nearly every town and village. They 
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BARCLAYS BANK, GEORGE STREET, LUTON 


Irthur Blomfield, Architect 


are not, on the whole, so good as those of the banks who 
employ a few special architects, or even design their 
own with an architect or architects solely in their employ. 
Yet the faults of these latter are obvious enough, and 
have been pointed out in other articles. Surely it is time 
that the leaders of the banking world should, as the 
greatest builders in the country, make a study of modern 
English architecture, and discover who are the good 
architects and who are the bad. Let them not be led 
away by titles and diplomas, least of all by the long 
establishment of certain firms. Such th..,s have little 
or nothing to do with the capacity to create a work of 
art, with imagination, with subconscious taste, with 
sympathetic understanding of a new sort of conditions. 
Let them study instead the exhibitions of architectural 
photographs held from time to time; let them watch 
the voung architects who have distinguished themselves 
in the schools of architecture. Which of the five great 
banks has yet had the good sense as well as the distinc- 
tion, and even the appreciation of advertisement value, 
to employ one of the returned Rome scholars in architec- 
ture? It seems to me that bank directors have the most 
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delightful task in the world. They alone can be patrons 
of architecture in the Renaissance manner. Instead of 
handing out their very valuable commissions either 
wholesale to certain specialist architects who are soon 
overwhelmed by their work, or retail to local architects 
all over the country who happen to have accounts with 
them—probably very small accounts if I know the archi- 


BARCLAYS BANK BUILDING AT UTTOXETER 
Peacock and Bewlay, Birmingham, Architects 


tectural profession as a whole—let them enjoy the 
pleasure of discriminating connoisseurship. Let each 
director have his pet architect, searched for like a Derby 
winner, and run him against his colleagues’ candidates. 
One can imagine the interest of the Board’s visit to its 
branches, if such a thing ever really occurs, and the 
determination of which director had really found the 
best man. For there is no real danger in a great 
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organization like one of the big banks employing a 
previously untried man—untried, that is to say, at bank- 
building. The central office knows exactly what it wants 
in the way of interior fittings and arrangements. Any 
architect can carry out their instructions in_ these 
matters. If Messrs. Barclays can always employ local 
architects, often without previous experience of banks, 
and yet obtain workable institutions, the need to be 





THE HASTINGS BRANCH OF BARCLAYS BANK 
Alfred Foster, F.RAI.B.A. (73 Chancery Lane), Architect 


always returning to the architect who has already done 
hundreds of banks is obviously disproved. It is prob- 
ably mere tiredness on the part of the premises manager. 
Instead, let the directors individually enjoy the pleasures 
of patronage; it is only under a system of intelligent 
patronage that art can ever really flourish. 

Of Barclays branches here illustrated, that at Luton is 
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probably the most satisfactory. One can imagine it fitting 
very well with the street of a country town. It is not too 
high for the skyline of the street, nor are its windows 
and doors too large. It is modest, quiet, with a semi- 
domestic character not unpleasing. The Hastings branch 
is more pretentious, though it, too, keeps to the scale of 
its surroundings. The most unfortunate thing about it 
is that, in a very formal design, one projecting bay, 
balancing another at the other end of the building has 
been twisted out of the main building plans to meet the 
curvation of the street. That is not architecturally 
possible. For the rest the detail, one may say, is in order, 
except for the strangest emphatic fret on the cornices 
of the doors and of the upper windows. 

The banks at Uttoxeter and Canterbury, with the 
wooden-framed fronts, are attempts to give local 
character. That at Canterbury looks the more successful, 
though why a medieval front should be erected to-day 
by a bank in between two nineteenth-century ones is 
not clear. However, the front, except for the thinness of 
the mullions to the ground-floor windows, does look as if 
it were constructed of solid materials—timber and 
brick. The Uttoxeter one somehow does not. I do not 
like to say the half-timber work is sham half-timber 
work, but it gives that impression. Anyhow, does a 
timber construction of this kind, even if solid, suggest an 
institution of the right character ? One does not usually 
keep one’s money in a barn. 
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